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Be Sure 


of Customer Confidence 


The average man who turns the electric light switch 
has never entirely forgotten that famous and unfortu- 
nate “The public be damned.” 

It is true that unfailing service at low cost, public spir- 
ited policies, and immense contributions to comfort and 
convenience on the part of electric light and other util- 
ity companies have pushed the recollection farther and 
farther back into his memory. But it is there to crop 
out. when any controversy with the public arises. 
Whether this controversy arises from rate adjustments, 
merger, purchase or sale, reorganization, extensions or 
what not, the goodwill and fair judgment of the public 
can be won by a full presentation of the facts—by lay- 
ing all the cards on the table. 

One of the most important of these cards can be a valu- 
ation and rate study by The American Appraisal Com- 
pany. It can be proved correct. It is known to be 
disinterested. It will find many of your important 
citizens welcoming it in the light of their own experi- 
ence with our appraisals. 


In gaining and maintaining cordial public relations, 
An American Appraisal is a strategic asset at a critical 
moment. 


TheAmericanAppraisal Company 
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ECONOMIC TRENDS IN THE 
ELECTRICAL INDUSTRY 


NEW WORK FOR OLD WIRES 


Twenty years ago 
your neighbors 
thought they’d solved 
the lighting problem 
when they called 
across the backyard 
fence, “We're putting 
in electricity.” 


But the standard of 
lighting has advanced 
with thegeneral stand- 
ard of living. And a 
vast majority of peo- 
ple try to get along 
with illumination 
many years behind 
the times. 


WESTINGHOUSE ELECTRIC & MANUFACTURING CO. - 


In the average home 
using electricity to- 
day, lights total only 
954 watts. For ideal 


lighting 1800 watts 


are needed, latest sur- 
veys show. 


Note the kitchen 
trend. There were 
more than 1,500,000 
modern kitchen- 
lighting units installed 
in the last three years. 
But that’s a mere 
drop in the bucket. 


Of American kitchens 


now using electricity, 
96 per cent still need 
adequate units to 
“throw new light” on 


every kitchen task, 


from washing dishes 
to baking pies. | 


Demand from these 
homes, already wired, 
may double the elec- 
tric output for light- 
ing—which already 
in 1925 set a new 
record of nearly 14 
billion kilowatt hours 
of electrical energy. 


EAST PITTSBURGH, PA. 


Westinghouse 


Westinghouse contributed the principle of alternat- 
ay current to the industry, and today 97 per cent of 
all residential consumers use alternating current. 
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PUBLIC UTILITY DEPRECIATION 
ACCOUNTING 


By L. R. NASH 


LTHOUGH the major develop- 
A ments in public utility service 
have occurred within the last 30 

or 40 years, the investment in those 
classes devoted largely to local service, 
including electric light and power, elec- 
tric railway, gas, and communication 
companies, already exceeds that in any 
other group of industrial activities 
except railroads. The investment in elec- 
tric power, railway, and gas industries 
each exceeds that in any group of man- 
ufactures, of which iron and steel foun- 
dries and rolling mills are the largest. 


Accounting Systems . 


In spite of such rapid expansion and 
vast proportions, the accounting meth-- 
ods of public utilities have only very 
recently become generally standardized. 
The first attempts at such standardiza- 
tion were made in 1909, when the 
Interstate Commerce Commission pre- 


scribed a system of accounts for inter- 
state electric railways. About this same 
time state regulation of local utilities, 
including the right to prescribe account- 
ing methods, began its broad applica- 
tion. The state commissions having 
jurisdiction over electric railways 
promptly adopted in substance the 
accounting system prescribed for inter- 
state properties. 

No such precedent existed for other 
classes of utilities, and each state com- 
mission which prescribed accounting 


‘methods developed its own system. 


Naturally, the systems in effect in dif- 
ferent states, although embodying rec- 
ognized basic principles, differed widely 
in many details. This diversity occa- 
sioned much confusion and annoyance 
for properties operating in more than 
one state or when a group of affiliated 
properties operating in widely sepa- 
rated localities wished to make detailed 
comparisons of their results. 
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This situation was not ignored by the 
state commissions, and in due time a 
committee representing these commis- 
sions and the national organizations of 
the electric and gas industries devel- 
oped uniform systems of accounts for 
these utilities which were approved in 
1922 by the unofficial organization of 
the members of the state commissions. 
These classifications have since been 
formally adopted by the commissions in 
more than two-thirds of the states 
which have authorized accounting 
supervision, and further adoption is in 
prospect. 

The interstate railway classification 
of accounts and the systems prescribed 
by the state commissions for local utili- 
ties are, in general, similar because 
both necessarily recognize corporate 
accounting principles in common use. 
The interstate and state systems, how- 
ever, differ fundamentally with respect 
to one factor, depreciation, with which 
this paper deals. 

The interstate system assumes that 
utility property is uniformly consumed 
in public service and that its cost, less 
salvage, should be accumulated during 
the estimated useful life of the property 
through uniform monthly charges, re- 
ferred to herein as “straight-line” 
charges. This method has not so far 
been applied to minor property ele- 
ments, but itemized accounts are 
required for major elements or groups 
of similar elements, and appropriate 
charges to a special operating expense 
account are prescribed to accumulate a 
reserve equal at all times to the loss in 
service value or accrued depreciation in 
the property. 

The state systems do not provide 
such a depreciation reserve at all. In 
fact, the word “depreciation” does not 
appear anywhere in these classifications. 
A substitute “retirement reserve” is 


provided, intended to equalize the cost: 


of writing off property elements when 
they cease to be useful. This reserve 
may be accumulated through charges to 
operating expense or appropriations 
from surplus, or both, and the charges 
or appropriations need not be uniform. 


Criticisms of Accounting Methods 


The principal objections made to the 


interstate depreciation accounting meth- _ 


ods are that property is not, in fact, 
uniformly consumed in service but may 
be retired for causes not subject to fore- 
cast and wholly unrelated to actual 
operation. It is pointed out that a com- 
paratively small part of utility property 
wears out in service, the major retire- 
ments being occasioned by obsolescence, 
inadequacy, and changes in_ public 
requirements or demands as expressed 
in city ordinances or otherwise. It is 
also contended that, because of this high 
proportion of retirements for other 


than physical reasons, it is impossible - 


to foresee the useful life of property 
elements with any approach to accuracy, 
and, further, that an estimate of sal- 
vage value made many years in advance 
of realization may be very far from 
correct. 
These criticisms of useful life esti- 
mates are abundantly sustained by 
actual experience with public utility 
property. Careful analyses of typical 
railway properties covering long 
periods of years have shown that sub- 
stantially more than 75% of the total 
retirement costs were due to functional 
rather than physical causes. Further 


substantiation is found in the report of 
a committee of the national association: 
of electric railways appointed to study 
the subject, which held that any efforts 
towards standardized figures of useful 
life would be not only futile but mis- 
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. leading. These recommendations were 


made in the light of extensive experi- 
ence and data applicable to actual use- 
ful-life history, but with the view that 
varying conditions and _ unforeseen 
developments to which utilities are sub- 
ject might make future experience 
radically different from recorded his- 
tory. Other classes of utility property 
are subject to similar, although perhaps 
not equally active, influences. 

The principal objections to the state 
systems are that investors are not fully 
protected against loss in value of the 
property which they own unless re- 
serves more extensive than those con- 
templated are provided, that their 
customers may not currently pay for the 
full cost of their service because of 
inadequate provision for deterioration 
of property in service, and that flexi- 
bility in the rate and extent of 
retirement accumulations, although 
sometimes desirable, is subject to grave 
abuse and cannot readily be controlled 
by regulatory authorities. 

None of the objections to the two 


_ accounting systems above mentioned 


should be lightly dismissed. If useful 
life cannot be estimated with any ap- 
proach to accuracy, any intricate and 
uniform accounting procedure which 
assumes such accuracy is obviously futile 
and is inconsistent with those account- 
ing principles which require that facts 
and estimates shall not be mixed unnec- 
essarily. If, on the other hand, flexi- 
bility in retirement provisions is 
subject to abuse but this system is other- 
wise desirable, such limitations as are 
necessary or appropriate should be 
devised for the protection of investors 
or the public. 

Actual experience with the state sys- 
tem of retirement reserves is still 
insufficient to: permit mature judgment 
as to its effectiveness, although it should 


be stated that for many years systems 
substantially in accordance therewith 


have been in effect on many properties 


whose operations have been successful 
from every point of view. The inter- 
state system has been in operation for 
electric railways for a considerable 
period of years, but with too limited 
application to permit helpful statistical 
analysis of the system as a whole. It 
has been in more complete operation 
for many years on telephone property, 
and any definite conclusions based on 
practical experience are, therefore, re- 
stricted to this class of utility service. 
For a number of years there has been 
increasing objection in rate cases to the 
size of reserves accumulated by tele- 
phone properties, and various efforts 
have been made by regulatory com- 
missions to curtail these reserves. 
Although specific prescribed limitations 
are so far rare on such properties, it is 
of interest to note a growing tendency 
on the part of regulatory commissions 
to fix for other classes of utility prop- 
erty certain maximum limits to accumu- 
lated reserves which are definitely incon- 
sistent with the straight-line system. If 
such limitations are continued and 
sustained by the courts, the futility of a 
system of accumulation which must be 
abandoned when the accumulations 
reach a certain stage is obvious. . 
Various writers on the subject of 
depreciation have pointed out that un- 
der certain conditions a depreciation 
reserve might be accumulated and 
thereafter indefinitely maintained at 
approximately 50% of the investment 
in the property. It is apparent that a 
reserve of this magnitude could never 
be used for its intended purpose 
because actual accrued depreciation on 
growing properties, as disclosed by 
many detailed appraisals, rarely exceeds 
15% or possibly 20%, and no very 
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large proportion of such depreciation 
could be offset by replacements of 
property elements in any one year. Any 
excess of accumulated reserves over 
useful amounts is not wasted because it 
can ordinarily be invested in the prop- 
erty and earn a return that, because of 
correspondingly diminished capital re- 
quirements from other sources, may 
lead to lower rates. It is clear, how- 
ever, that rates for service which 
include an unnecessarily large provision 
for depreciation involve undue burdens 
unless or until the return on the invested 
reserve reverts to the customers and is 
equal to the return which they could 
secure from other investments of their 
own selection. 

Discussions of public utility deprecia- 
tion have frequently overlooked one 
distinctive characteristic of utility ser- 
vices, that is, their unlimited life. 
Utility service is an ever-increasing 
necessity in individual and industrial 
activities. It is unthinkable that such 
service should cease except in certain 
relatively unimportant situations. There 
is, therefore, no such problem of liqui- 
dation or amortization as occurs in 
industries where the life of patent 
rights, changes in styles, and other 
human vagaries and demands are im- 
portant factors. The investor in an 
enterprise of unlimited usefulness and 
constantly increasing scope does not 
need the same degree of protection for 
his investment as in the case of tran- 
sient or otherwise uncertain industries. 

Another factor has frequently been 
overlooked or given insufficient atten- 
tion in studies and analyses of the 
depreciation problem. This factor is 


the growth of the properties involved. 
It is by no means clear that the 50% 
unused reserve above referred to, 
although accumulated on a stable prop- 
erty, would also be developed on a 
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growing property. The author is not 
aware that any careful analyses have 
heretofore been made which have 
shown the effect of property growth 
on percentage accumulations. Because 
growth is the normal utility experience, 
its possible results should not be over- 
looked. This paper has, therefore, as 
its primary purpose an analysis of the 
effect of growth of utility properties 
on retirement and depreciation appro- 
priations and reserves, measured in 
terms of present investment. 


Retirement Costs 


Ten years ago the author undertook 
certain similar analyses and demon- 
strated that retirement costs were 
widely varying percentages of present 
investment under different rates of 
growth, tending to decrease as growth 
became more rapid. That study did 
not include in detail the subject of accu- 
mulated reserves since such accumula- 
tions obviously depend upon the method 
and amount of appropriations. Follow- 
ing the methods employed in the earlier 
analysis, the present paper will under- 
take to show the extent of accumulated 
reserves under certain assumed condi- 
tions. Where these reserves appear to 
be inconsistent with the limitations 
which regulatory commissions may im- 
pose, modifications will be suggested 
which will keep the reserves within pre- 
scribed limits. 

A mathematical analysis such as is 


employed herein necessarily assumes a 


degree of uniformity which does not 
exist in any utility property. It is, 
therefore, pointed out that only general 
conclusions can be drawn, although, to 
the extent that the effect of departures 


*“Depreciation Reserves as Affected by Property 
Growth,” American Economic Review, March, 
1916, p. 69. 
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from the assumed uniformity can be 
indicated, the conclusions become more 
dependable. The basic assumptions 
made herein are that utility property 
grows at a uniform annual rate and that 
its elements have a uniform useful life 
or a life uniformly distributed over a 
limited period of years. It will be shown 
that departures from uniformity affect 
retirement costs rather than straight- 
line depreciation appropriations. 

In the formulas which follow, it will 
be necessary to use certain symbols, 
some of which for. convenience are here 
assembled and defined: 


V, present investment in depreciable 

v, investment in some prior year 

i, rate of annual growth of investment 
(a decimal) 

n, life of property elements (uniform or 
average ) 

r, range of life of property elements 

R, current retirement costs 

D, depreciation annuity 

A, accumulated reserve 


The formulas herein developed will be 
expressed as far as possible in such 
form that standard compound-interest 
or sinking-fund tables may be used in 
the solution. Such tables are to be found 
in various handbooks, such as Kent’s 
Mechanical Engineers’ Pocketbook and 
Montgomery’s Financial Handbook. 
Where published tables are not suffi- 
ciently complete, they may be extended 
by slide-rule or logarithmic computa- 
tions. The author’s earlier paper, re- 
ferred to above, contains tables with 
some such extensions. 

For consistency with these tables it 
is assumed that the additions to public 
utility property made throughout a par- 
ticular year are entered on the books at 
the end of the year and that deprecia- 
tion appropriations applicable thereto 
begin in the following year. In addi- 


tion to the assumptions previously 
stated, some of the computations in- 
volve the further condition that the 
property studied has been in existence 
for an unlimited time, or at least long 
enough so that its elements have uni- 
formly distributed ages with corre- 
sponding uniform annual retirements. 
A simple formula for determining 
retirement costs in terms of present in- 
vestment will first be shown. A prop- 
erty growing at the rate i has a relation 
between present value V and value v, n 
years ago: 
V 
(1) 
The corresponding value 2n years ago 
would be: 


and so on back to the time when the 
value is negligible. 

The property retired in any year, 
assuming a uniform life of elements of 
n years, includes the items first installed 
n years ago, those which were new 2n 
years ago and renewed n years ago, 
those new 3” years ago and renewed for 
a second time m years ago, and so on. 
The value of these elements new or re- 
newed in each of these prior years, 
representing the then growth of the 
property, is i times the entire invest- 
ment in these years. The present 
retirement costs will, therefore, be the 
sum of the original costs of all these 


elements added to the property m years 


ago and multiples of m years ago. The 
total cost of these retirements, carried 
back to a period when the property had 
negligible value, is represented by the 
formula: 


(2) 


R=iV 
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The major parenthesis in the above 
formula contains a series of terms hav- 
ing a constant relation. The general 
expression for the sum of such a series, 
in which the first member is a and the 
relation between the members is r, and 
the number of members is 2, is: 


S=a (3) 


| 


For our present purposes, with a less 
than unity and equal to r, and m equal 
to infinity, this formula simplifies to the 
form: 


ses (4) 


The percentage of present value 
spent for replacements is formula 2, 
simplified as above indicated, divided by 
V, or: 


(1+#)" 

I 
The solution of this equation for vari- 
ous rates of growth (i) and lengths of 


useful life (”) is very simple within the 
range of published tables containing 


Rai (5) 


I 
values of a: It will be found 


that the retirement percentage not only 
decreases with the increase in length of 
useful life but also decreases rapidly 
with increase ifi rate of growth of the 
property. These percentages are shown 
for certain conditions in Chart I. 

If the useful life is not uniform but 
varies uniformly over a period of years 
(r), the average life still being m years, 
the formula of retirement costs is less 
simple than (5) above but is not diff- 
cult of solution. This formula con- 
tains r series of terms, each series of 
the form given above in formula 2 


and each representing — part of the 


additions to the property in the various 
years. The first series is as follows: 


i| I I 
(1+4) (1+4) 
3(n-——) 
(1+4) 


The second series is: 


(1+4) 

The final series is: 
I I 
r a(n+2—) 
(1+4) (1+4) 


The numerical value of the (1 + #) 
exponents in the above series may be 


Chart I 
10 
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illustrated by the case of a property in 
which the average life of elements (1) 
is 20 years and the range of life (r) 
is 15 years. The initial term exponents 
in the various series range from 13 to 
27, inclusive. 

Each of these series is of the infinite 
form and may be simplified as explained 
above (formula 4). The complete 
simplified formula for the percentage 
of retirement costs when the elements 
have an average life of n years but a 
range of life uniformly distributed over 
r years is as shown above. 

Solutions for a considerable number 
of assumed cases indicate that within 
the usual range of life of property ele- 
ments there is a comparatively small 
increase in retirement costs. If the 
assumptions were modified to provide 
for increasing cost of elements with 
increase in their useful life, in conform- 
ity with the general characteristics of 
utility property, this tendency to in- 
creased retirement costs would, in part 
at least, be offset. For purposes of 
further analysis the original assumption 
of uniform life of property, as well as 
uniform rate of growth, will, therefore, 
be employed. 


Depreciation Annuities 


The next step in the analysis is the 
determination of straight-line deprecia- 


tion appropriations or annuities for 
different property characteristics. It is 
obvious that a mature and stable prop- 
erty without growth, and with a uni- 
form life ( years) of all its elements, 


would set aside =. times the stable 


value, VY, each year. It may not be 
wholly obvious that this same annuity 
would be made by a growing property, 
but the following analysis is given to 
show that it still holds. For purposes 
of the analysis the property is divided, 
as in the case of the retirement cost 
investigation, into its new or renewed 
increment elements, keeping in mind the 
assumptions previously stated. 

A property growing at the rate i and 
having a uniform useful life of elements 
of m years will make depreciation re- 
serve appropriations for items origi- 
nally installed years ago and those 
involved in original or repeated renew- 
als m years ago. The appropriation 


will be = times the value of these ele-. 


ments. The formula for this appro- 
priation is: 
iV) 1 


I I 


A similar formula applies to the 
appropriations for property elements 
installed or renewed in each of the 


q 
o| 
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remainder of the n years of useful life, 
these formulas being illustrated below: 


4 
| 


iV I I 
Da-(n-1 + (1-1) +..0 


The sum of these series, each of 
infinite form, gives the required total 
of the current depreciation annuity in 
terms of present investment. Fortu- 
nately, this group of infinite series can 
be much simplified by removing from 
each of the series, after the first, a 
factor which leaves the balance identi- 
cal with the first series. The sum of 
the m series is, therefore, the product 
of the first series, and another group 
of factors which is also in series form. 
Substituting the expressions for the 
sums of the respective series, and fur- 
ther simplifying, the final results are 
shown below to be equal to those for a 
property without growth: 


iV I 


| I+ | (7) 


I 
(1+4)—1 
(1+#)" 
(8) 


If this method of analysis were car- 
ried further and applied to a growing 
property with a range of useful life 
instead of uniformity, there would be 
found, as in the case of the retirement 


cost analysis, 7 times as many terms but 
all finally combining and simplifying to 


the same result. An annuity ois in 


dollars and— in percentage will, there- 


fore, be used in subsequent analyses, all 
involving assumed uniformity. 


Ratio of Retirements to Annuities 


The next inquiry will be into the rela- 
tion between retirement costs and 
straight-line depreciation annuities at 
any given time under certain assumed 


uniform rates of growth (i), and uni- 


form useful life (m years). For sim- 
plicity these comparisons will be made 
directly between percentages. The per- 
centage of retirement cost was given: 


I 
R_;| +9" 


(5) 


I 

The formula for straight-line deprecia- 
tion annuity under similar conditions 
before final simplification is: 


I 
| 


(1+8)+(1+#)?+..-(1 (7) 


The relation between retirement cost 
and depreciation annuity simplified is, 
therefore: 


R n n 


The above formula involves assumed ~ 


factors or those directly obtainable 
from compound-interest tables, and so 
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solution for a wide range of assump- 
tions is readily made. Chart II 
shows the ratio of retirement costs to 
straight-line depreciation annuities for 
various years of useful life and a wide 
range of property growth. It appears 
that the ratio decreases as both rate of 
growth of the property and length of 
useful life increase. As typical illus- 
trations, it appears that only 50% of 
the annuities are currently expended for 
retirements when the property is grow- 
ing at the rate of about 634% annually, 
and its elements have a useful life of 
20 years, or when the growth is about 
5%4%, with a useful life of 25 years, 
both of which conditions are within the 
range of utility caperionce at the pres- 
ent time. 

The significant fact to be noted here 


_ is that for a given useful life the depre- 


ciation annuities are constant, but that 
the retirement costs, although equal to 
the annuities for a non-growing prop- 
erty, steadily decrease with progressive 
rates of growth, leaving a constantly 
increasing balance of unexpended ap- 
propriations for accumulation in a 
depreciation reserve. So long as the 
assumed conditions continue, the reserve 
will also continue to grow in dollars 
without limit because the formula ap- 
plies to any year in the history of a 
property after it has reached maturity. 
It does not follow, however, that the 
reserve will grow from year to year in 
percentage of the then value of the 


property. 


Reserve Accumulations 


The extent to which the percentage 


of accumulated reserve will continue to 
increase is logically the next field of 
inquiry. It will first be assumed that a 
mature property, having a uniform rate 
of oe (i) and uniform useful life 


of elements (), starts at the beginning 
of its period of maturity (when retire- 
ments have just reached stability and 
uniformity), without any accumulated 
reserves. In each year thereafter a 
certain percentage of the annual ap- 
propriations, as shown by formula 9, 
will be currently expended, and the bal- 
ance will be retained for reserve accu- 
mulation. This balance being a 
uniform percentage under the assumed 
conditions, the application of this per- 
centage to the value of the property 
from year to year during any assumed 
period will show the accumulation in the 
reserve, which may be compared with 
the value of the property at the end of 
the period. The following formula 
expresses this percentage accumulation 
for any year p years after the beginning 
of the period of maturity: 


RATIO - PERCENT 


aN 


30 
Ratio of Retirement Costs to 
Depreciation 
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Variable rate of growth 
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YEARS AFTER MATURITY OF PROPERTY 


(1+8)?—1] 1 
(10) 


This formula is so arranged that all its 
factors are readily determined by the 
assumptions or from compound-interest 
tables, and a series of solutions is com- 
paratively simple. The second factor 
in the formula represents the unex- 
pended percentage balance of the first 
(annuity) factor; the third factor gives 
the sum of the values of the property 
throughout the years involved in terms 
- of the initial value; and the final factor 
translates the percentage accumulation 
into terms of final value, which is 
sought. 

Chart III shows percentages of 
accumulated reserves starting at the 
beginning of maturity and continuing 
for 100 years with various uniform 
rates of property growth. An exami- 
nation of the curves in this figure shows 
that in general the accumulations tend 


ultimately to stabilize between 30% 


and 40% of the investment, the reserves 
increasing quite rapidly during the first 
20 or 30 years, the increase thereafter 
being comparatively slow until it finally 
practically disappears. The early 
growth of the reserve is most rapid with 
high rates of growth of the property, 
but the ultimate accumulation is smaller 
than that with lower rates of growth 
of the property, under which, however, 
the early accumulation is relatively 
slow. 

During the early years of a newly 
established property retirement costs 
are comparatively small, negligible in 
the initial years, and gradually increas- 
ing as maturity is approached. It is 
the common experience of newly estab. 
lished utilities that their operations are 
unprofitable, continuing so for a consid- 
erable period of years. In practice 
during these early years it is often im- 
possible to make appropriations to the 
extent required by the straight-line 


depreciation method out of the available , 


income, and they are frequently cur- 
tailed until more prosperous years are 
reached. 


For purposes of further study of 


reserve accumulations it will, however, 
be assumed that it is possible to make 
the full prescribed annual appropria- 
tions from the very beginning of 
operations, and by making suitable 
assumptions regarding retirement ex- 
penditures, the reserve accumulation 
during the period of immaturity. may 
be computed. Some typical computa- 
tions of this character have been made 
on the assumption that the retirement 
costs in the initial year are zero and 


that they increase with approximate | 


uniformity until maturity is reached, 
after which time the unexpended bal- 
ances of the depreciation annuities will 
continue as already determined. Such 
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computations for the immature years 
cannot readily be made by formulas be- 
cause of the arbitrarily assumed mar- 
gins of accumulation. 

Chart IV shows several cases in 
which properties grow uniformly at 
certain assumed rates throughout their 
history. The curves have a less sym- 
metrical form than those previously 
considered, with very rapid increases in 


the reserve during the immature years, 


after which the percentage finally de- 
creases to a point of practical uniform- 
ity. The decrease from the peak at 
maturity is due to continued increase in 
property value as compared with the 
abnormal reserve accumulation of the 
immature years. It will be noted that 
the ultimate reserve is not materially 
greater than that shown in Chart III, 
which ignored the accumulation in the 
immature years, for the reason that the 
fixed amount of reserve carried undis- 
turbed from the immature period be- 
comes a constantly decreasing percent- 
age of present value as the property 
becomes older. 

Reference is again made to the fact 
that no actual operating utility ever 
meets the assumptions upon which the 
foregoing computations are based. The 
author appreciates that he may be sub- 
ject to criticism for questioning the 
possibility of accurate forecasts of use- 
ful life and then assuming a sustained 
uniformity of life in the foregoing 
computations, but such assumptions are 
necessary to the method adopted how- 
ever much they may depart from actu- 
alities. Changes in useful life affect 
both retirement costs and depreciation 
annuities in varying degrees, but the 
ratio between the two is not radically 
affected by such permanent or tem- 
porary changes as have been common 
in past history. This is shown by the 
curves in Chart II. 


There is, of course, lack of uniform- 
ity in property growth due to cyclical 
changes in business, although history 
shows that such changes have had 
smaller effect on normal public utility 
properties than on industrial enter- 
prises. It will be seen from Charts 
III and IV that the results in accumu- 
lated reserves would not be largely 
affected by an occasional shift in rate 
of growth from 4% to 10%, or vice 
versa, within which range most progres- 
sive public utility properties will remain. 
The reserve accumulation in the imma- 
ture years of most properties would 
probably be somewhat greater than that 
assumed and shown in Chart IV if uni- 
form straight-line appropriations were 
consistently made from the beginning, 
but we have seen that ultimately it will 
make very little difference whether the 
initial accumulations are larger than 
assumed or whether they are wholly 
absent. 

A wide range in useful life of ele- 
ments and diversity in the value of these 
elements, such as always exist, and 
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which never approach uniformity, have 
an effect on retirement costs, and, 
therefore, on the accumulated reserve 
which cannot be measured by simple 
formulas. As already pointed out, the 
tendency of such departures from uni- 
formity will normally be to neutralize 
each other, but the net result may be 
to increase somewhat the retirement 
costs and, therefore, to reduce the ac- 
cumulated reserves. Detailed computa- 
tions under arbitrarily assumed condi- 
tions would probably show a compara- 
tively small final departure from the re- 
sults shown herein, which are, in fact, 
confirmed in a general way by the ex- 
perience of certain properties covering 
a considerable period of years. 


Size of Useful Reserve 


Assuming that a normal utility prop- 
erty would in time accumulate and 
maintain straight-line depreciation re- 
serves amounting to 35% or 40% of 
the investment in the property, the 
question may well be asked whether it 
is reasonable and equitable for indefi- 
nitely continuing properties to take 
such sums from their customers for in- 
vestment in property additions or else- 
where when one-quarter or one-third of 
such accumulation would be ample to 
provide indefinitely for actual retire- 
ment costs. As has already been stated, 


_an increasing number of authorities are 


coming to the conclusion that a smaller 
percentage reserve is adequate for all 
practical purposes other than the risk 
of a rate base reduced below the invest- 
ment by an amount greater than the re- 
stricted reserve. To the extent that the 


‘authorities who limit the reserve accu- 


mulation are identical with those who 
fix the rate base, and their rulings in 


the two cases are consistent and equit- 


able, the risk of a confiscation of value 


disappears. There remains the possi. 
bility of a finding of the appellate 
courts inconsistent with those referred 
to of the regulatory authorities. If or 
when it should become well recognized 
standard practice of regulatory com. 
missions to limit reserve accumulations, 
this practice would doubtless have rec. 
ognition by the courts. Until that time 
arrives, utilities may be justified in re. 
taining in their reserves or their cor. 
porate surplus a greater margin than 
woul@ otherwise be necessary for pro- 
tection from confiscation. 

As the author has pointed out else- 
where,” there may also be other circum- 
stances under which more extensive re- 
serves are permissible. If a company 
has a particularly favorable field of ac. 
tivity or class of business, involving 
costs less than those in other places or 
less than the value of service to pa- 
trons, it may without injustice maintain 
such rates as will permit more liberal 
reserves as a protection against unfore- 
seen changes in the art, business re- 
verses or calamities. 

Some further reference to the word 
“investment” as used herein is desir- 
able. In the preliminary definition of 
terms, V was described as referring to 
depreciable investment. It was also 
pointed out that the interstate account: 
ing system, even if expanded as pro- 
posed, would cover only certain parts 
of railway property in service, the bal- 
ance being optionally maintained by 
direct charges to operating expense. 


This distinction is in accordance with 


general practice with respect to the 


many minor items of property particu- . 


larly subject to wear or decay, and 


which are recurrently renewed without © 


distortion of operating costs. Large 
and more costly elements could not be 


~ * The Economics of Public Utilities, McGraw-Hill 
Book Company, 1925. 
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so handled without distortion, and the 
reserve is utilized for their retirement. 
The extent to which the reserve is used 
may depend on the size of the property 
or its physical or financial condition. 
An element which is considered “large” 
for a small property may be such an in- 
significant part of a large property as 
to be replaced through the more direct 
and simple process of maintenance 
charges. The scope and size of re- 
serves are thus subject to still other un- 
certainties than those previously out- 


lined. 


Varying interpretations of the term 
“investment” do not, however, affect 
the results of the analyses made herein, 
in which retirement costs are compared 
with depreciation annuities, for the 
same investment is used for both. To 
the extent that the accumulated reserve 
is compared with an investment in de- 
preciable property only, or in large 
units of such property, the percentages 
obtained will be greater than if ap- 
plied to the entire investment. If, 


_ for example, one-third of the entire 


investment either was not subject to 
deterioration or was kept up through 
direct maintenance’ charges, the 
straight-line depreciation reserve would 
accumulate to something like 25% of 
the entire investment under conditions 


_ herein assumed. It is regretted that this 


discussion cannot be extended to include 
further reference to the intimate rela- 
tion between retirements and current 
maintenance, and the advantage of con- 
sidering them together in their relation 
to investment or, more advantageously 
in many cases, to current revenues. 
One further. inquiry may be of in- 
terest. Assuming that a reserve of 
10% of the total investment is all that 
is needed or all that will be allowed by 


.fegulatory authorities, what appropria- 


tions under assumed uniform condi- 


tions, such as are used herein, would be 
necessary to accumulate and maintain 
this reserve? The answer may be ob- 
tained in part by the use of formulas 
given previously. Taking first the case 
of a property growing at the rate of 
6% and having a useful life of 20 
years, simple computations show that 
if during the immature years of the 
property (assumed to be 20), seven- 
eighths of 1% is put into the reserve in 
addition to retirement expenditures, 
and thereafter two-thirds of the nor- 
mal straight-line appropriations is 
made, the reserve will accumulate to 
and remain at slightly in excess of 
10%. The same results will be ob- 
tained with a property growing at the 
rate of 8% and having the same useful 
life, if the margin of accumulation over 
actual retirement costs in the immature 
years is 1% and the appropriations 
thereafter are on the basis of 60% of 
the full straight-line requirements. 
The 10% accumulation developed in 
the preceding paragraph was assumed 
primarily because it represents a limit 
fixed in certain cases by regulatory com- 
missions rather than because it repre- 
sents a suitable limit for public utility 
properties generally. Such properties 
vary widely in their characteristics, and 
their reserve accumulations may prop- 
erly differ correspondingly. Further- 
more, the requirements of a particular 
property may be different in successive 
stages of its history. In any case it is 
difficult accurately to establish a fixed 
percentage limitation to retirement ac- 
cumulations. It is much easier to select 
a percentage that is a maximum be- 
yond which under any conditions that 
can be foreseen the accumulation need 
not be carried. It is similarly easy to 
select a lower limit of accumulation be- 
low which the reserve could clearly not 
be drawn with safety to the property 
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and the continuity of its service. The 
zone between such established upper 
and lower limits, therefore, represents 
a field within which the reserve may 


fluctuate with reasonable, although not 


uniform, safety. 
Flexibility 


If such flexibility in the accumulated 
reserve is both appropriate and safe, 
it follows that there may be a corre- 
sponding flexibility in the recurrent ap- 
propriations to the reserve. In periods 
of prosperity the appropriations might 
be such that they would tend to bring 
the reserve to its upper limit. In pe- 
riods of depression the appropriations 
might, with equal propriety, be cur- 
tailed with the lower limit of the re- 
serve as the temporary goal. Under 
conditions of unusual prosperity or de- 
pression there might be even wider 


fluctuations in the appropriations, if in 
the long run the goal of accumulated 
reserve was aimed at with consistent 
fidelity. 

This situation is roughly represented 
by a diagram (Chart V), which shows 
the net profits of a hypothetical utility 
after provision has been made for all 
expenses, taxes, interest charges, and 
suitable dividends. This utility decided 
that it should maintain a retirement re- 
serve of not less than 7.5% and not 
more than 15% of its investment. 
Other than for a few years of excep- 
tional depression, the balances avail. 
able were sufficient to aim for the min- 
imum accumulation, and in_ several 
years they were more than sufficient to 
aim at the maximum accumulation. 
The actual reserve which the company 
could have accumulated during its his- 
tory would clearly be in excess of 10% 
of its investment. 


Chart V 
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If, instead of establishing a zone 
within which the reserve would be kept, 
it had been required to maintain con- 
sistently under all conditions a fixed 
reserve of 10%, it appears that in cer- 
tain years dividends would have been 
curtailed, and interest charges might 
not have been fully earned in the early 


years. The resulting impairment of 


credit or receivership and consequent 
inability to finance extensions in keep- 
ing with community growth which 
would be involved in such a policy 
would be unfortunate both for the util- 


ity and the community served, and 


would have accomplished no useful pur- 
pose which the alternative flexible pol- 
icy consistently followed does not ac- 
complish. 

Many important considerations in- 
volved in the permanent upkeep of util- 


_ity property have been omitted from or 


barely mentioned in this paper. Their 
adequate treatment would unduly 
lengthen the discussion and divert at- 
tention from its central theme, which 
is by no means an academic one. Each 
of the two schools of thought referred 
to, promoting provisions for deprecia- 
tion and retirement respectively, has 
many active and earnest supporters. 
The former has in the past dealt 
largely with widely distributed or mov- 
able property. The latter deals pri- 
marily with localized property with 
diverse climatic and other conditions. 
The former would extend the scope of 
depreciation charges to local as well 
as interstate properties. The latter 


- sees danger in such extensions and also 


in the continued, consistent use of 


_ “straight-line” methods in present pre- 


scribed fields. This sharp difference of 
opinion is sufficiently acute and impor- 
tant to warrant independent and undis- 
tracted attention to all aspects of these 
problems. 


Conclusions 


The conclusions which ,may fairly 
be drawn from the foregoing discussion 
may be summarized as follows: 

1. Actual experience with useful 
life of property elements in the past, 
which has been carefully recorded by 
some utilities, is not a dependable 
measure of such life in the future, in 
view of rapid changes in the art and 
the progressive technical developments 
affecting all types of utility service; 

2. The useful life of utility prop- 
erty and its ultimate salvage value are 
matters of such grave indefiniteness as 
not to justify specific, uniform and de- 
tailed calculations of so-called depre- 
ciation or loss in value; 

3. Utility customers are not con- 
cerned as to whether the payments 
which they make through rates for 
property upkeep are used to offset cur- 
rent loss in value of all property used 
in furnishing their service, or whether 
those same payments are applied to the 
final retirement of certain elements 
which they and others have used in the 
past; 

4. A straight-line appropriation for 
depreciation consistently and correctly 
made over a long period of years will 
amass a reserve in a normal growing 
property amounting to 35% to 40% or 
more of the investment in the property ; 

5. The major part of this reserve 
can never be used for its intended pur- 
pose and, under appropriate regulation, 
is not needed for the protection of 
either investors or customers; 

6. Some flexibility in the accumu- 
lated reserves and in the appropriations 
thereto are consistent with the funda- 
mental uncertainties of the problem and 
are essential to maximum financial sta- 
bility and usefulness of the utility; 

7. A system of utility accounts 
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which provides for flexibility in pro- 
vision for retirements should be encour- 
aged, with the understanding that suit- 
able safeguards are provided against 
abuse of such flexibility. Such safe- 
guards may be embodied in a definite 
program under which utilities will un- 
dertake to accumulate reserves within 
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certain defined limits appropriate to 
the character of their property, and to 
maintain such reserves by annual or 
other appropriations made in the light 
of existing accumulations, current busi- 
ness conditions, the credit standing of 
the property, and otherwise in the in- 
terests of its users and owners. 
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SYMPOSIUM ON 
IOWA LAND VALUE APPRAISALS 


COMPARATIVE FARM-LAND VALUES IN IOWA 


By HENRY A. WALLACE 


not a science. From a practical 
standpoint an art oftentimes 
gives better results than a science. If, 
however, we are to have any adequate 
comprehension of the forces at work, 
we must employ scientific methods. 
Experienced land appraisers seem for 
the most part to disparage scientific 
procedure. It is true that on the whole 


N PPRAISING farm land is an art, 


their methods are eminently satisfac- 
tory to the insurance companies and 
mortgage companies which they serve, 
but they have not been able to for- 
mulate by these methods any very defi- 


nite measurement of the elements in 
the making of comparative farm-land 
values. 

An insurance company which loans 
extensively in the Corn Belt has the fol- 
lowing score card’ for determining 
these values: 


I. Agricultural Productivity 
A. Natural Fertility of the Soil 12% 
1. Determined by its color, 
depth, and growing crops. 
B. Area in Crops 

- How much not in crops 
could be put in? Cost to 
do so? 

. What can non-tillable 
land be used for? 

. Are fields irregularly 
shaped on account of 
draws? 

C. Topography 
*Babcock, F. M., The Appraisal of Real Estate, 
Macmillan, 1924, pp. 226-227. 


I. 


2. 


Should slope enough to 
drain well, but not enough 
to wash. 
Terraced? 
terrace? 


Condition of 


D. Drainage 


I. 
2. 


Porous soil, no hard pan. 
Ditches: open, tile, outlet, 
condition. 

Overflow: Head water or 
back water. 


4. Levees and levee taxes. 


E. Adaptability 


to Type of 


Farming 
II. History and Condition 
A. History 


I. 


2. 


How many tenants dur- 
ing the last fifteen years? 
Why? 

Has farm been a trading 
proposition ? 


B. Condition 


I. 
2. 
3. 
4. 


Good state of tilth or run 
down? 

Rotation practiced? Or- 
ganic matter returned? 
Commercial fertilizer 
used? Why? 

Is there a good garden and 
orchard? 


III. Community Value 
A. Neighbors 


I. 


Progressive ? Good farms 
and farmers? 


B. Roads 


I. 
2. 


Kind and condition. 
Main highway or neigh- 
borhood road? 


C. Markets 


2. 


Distance from farm to 
market? 

Size of market-town in- 
dustries, banks, railroads, 
and so forth. 
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Taste I. Iowa Lanp Vatugs By CouNnTIES AND Factors BEARING ON 
LAaNp VALUES 


A B c D x 4 
Corn Yield | Percen Percent Percentage 
Name of County per Acre, | of Lend of Land in jof Land Not {without (without Predicted X* 
1914-1923 | Corn, 1925 Grain,| Plowable, | buildings) | buildings) 
Census | 1925 Census | 1925 Census 1928 Federal} 1925 
ensus Cc 

EE re 36 32 16 19 $ 93 $ 88 $103 
ree 33 30 14 14 90 89 92 
Allamakee........... 42 13 15 44 66 9 74 
Appanoose........... 35 19 10 28 68 60 68 
Audubon............ 40 34 21 9 115 II 130 
42 35 22 17 143 125 I 
Black Hawk......... 38 32 25 17 132 114 i 
41 40 25 18 151 141 141 
Bremer.............- 39 27 24 28 93 79 104 
Buchanan........... 36 32 20 24 95 81 103 
Buena Vista......... 43 40 28 12 153 139 153 
35 32 24 20 118 98 104 
Calhoun............. 44 4! 33 9 173 161 163 
43 38 24 11 154 141 148 

37 34 24 9 115 106 121 
ee eee 45 32 18 15 133 119 138 
Cerro Gordo......... 38 35 25 19 126 117 121 
Cherokee............ 43 39 24 19 140 120 145 
Chickasaw........... 32 27 24 26 83 85 82 
eS: 34 24 13 28 78 80 75 
in 40 38 29 II 117 114 140 
43 18 18 35 85 74 94 
42 31 20 15 112 99 127 
Crawiord............ 40 35 21 12 121 104 130 
ee 43 39 23 19 147 135 1 
I 35 18 II 28 72 54 6 
Diecatur............. 32 24 13 27 66 67 69 
Delaware............ 36 28 19 27 103 g! 93 
Des Moines.... ..... 43 27 23 32 108 93 115 
Dickinson........... 36 36 29 9 120 93 124 
Dubuque............ 39 20 16 31 117 78 85 
Emmett............. 36 37 29 II 116 114 125 
Fayette............. 38 32 12 28 go 76 102 
re 34 34 27 18 105 94 108 
Franklin............. 39 37 26 17 124 103 130 
Fremont............. 39 48 16 12 132 123 147 
Greene.............. 43 43 26 14 158 149 156 
41 35 28 17 157 138 134 
38 33 20 20 109 95 114 


* On basis of regression line based on 4, B, C, and D, as independent variables. 
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Iowa LAaNp VALUEs By CoUNTIES AND Factors BEARING ON 
Lanp VALUES 


Land Value Land Value 
Corn Yield | Percen Percen A Acre 
Name of County per Acre, | of Land in of Land in lof Land Not twithout ‘without |Predicted X* 
1914-1923 | Corn, 1925 |Small Grain,| Plowable, | buildings) | buildings) 
Census | 1925 Census | 1925 Census Federal 

Hamilton............ 41 40 29 12 $163 $138 $147 
Hinmeock...........-- 36 36 31 12 127 122 124 
OS See 41 38 25 13 140 126 140 
Harrison.............| 38 41 22 17 116 97 131 
eee 41 30 17 32 113 87 110 
Howard............. 30 23 23 25 75 68 67 
Humboldt... ....... 42 40 31 9 147 137 153 
ay eee 42 39 25 10 141 130 147 
40 29 17 18 119 109 113 

44 19 13 35 75 68 96 

42 3 19 19 132 120 129 

efferson.............| 38 2 16 24 100 103 96 

ammeon............. 44 29 17 18 118 108 126 

42 25 14 19 116 97 110 
Momek............. 41 29 18 23 116 87 114 
Rometh............. 38 37 Kye) 9 128 113 134 
RR ere 38 21 17 37 88 78 80 
41 30 19 22 131 110 117 
42 30 25 22 87 102 124 
35 22 13 26 79 70 76 
ere 40 40 30 13 139 132 143 
Madison............. 8 29. 14 29 107 Io! 98 
Mahaska............ _ 36 16 27 128 III 126 
Memen............-. 40 29 18 23 102 88 110 
Marshall............ 45 36 21 15 148 14! 147 
SO 38 43 18 14 137 112 134 
Mitchell............. 36 29 29 15 99 85 108 

37 40 23 19 III 101 125 

Monroe...........-- 35 20 II 38 70 59 64 
Montgomery......... 37 37 18 II 147 123 122 
Muscatine........... 42 31 22 20 116 118 125 
Olvien............. 42 39 28 13 141 112 147 
er 38 38 32 12 125 117 135 
36 38 17 12 139 127 119° 
Palo Alto............ 38 38 30 II 134 120 134 
Plymouth...........-| 39 39 25 II 142 126 13 
Pocahontas.......... 41 41 32 8 161 141 153 
REESE eee 43 36 24 16 172 139 141 
Pottawattamie....... 38 43 18 12 141 120 135 

oweshiek........... 42 34 17 17 129 119 129 


*On basis of regression line based on 4, B, C, and D, as independent variables. 
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Iowa Lanp VALues By CouNTIES AND Factors BEARING on 
LAND VALUES 


A 


Corn Yield 
per Acre, 
1914-1923 


Name of County 


c 


Percentage 
of Land in 


Small Grain,| Pl 


D 


Percenta; 
of Land Not 
lowable, 


xX 
Land Value 


Acre 
‘without 
buildings) 


Y 

Land Value 
A 


cre 
twithout 
buildings) 


1925 Census | 1925 Census 1928 Federal 1925 State 
‘ensus ensus 


Winnebago 


Winneshiek 


$ 85 


153 
129 
123 


143 


$77 


158 
150 
139 
149 
155 134 


138 126 
go 92 


Standard deviations... 


21.52 | 18.81 


5.95 7-75 


* On basis of regression line based on 4, B, C, and D, as independent variables. 


D. School and Church 
1. Distance from? 
2. Consolidated school and 
high school? 


E. Health of Neighborhood.... 2% 


IV. Improvements 
A. House 


1. Size, foundation, roof, 
flues, cellar, convenience, 
condition. 


1. Size, frame, foundation, 
roof, granary, hay fork, 
number of stalls, condition. 


C. Other buildings 
1. Machine shed, hog house, 
poultry house, and so on. 


I. Kind and condition of 
fences and gates. 


It is obvious that there is much more 
opportunity for the use of judgment 
than there is for the use of science in 
the application of a score card of this 
kind. If the appraisers are men of 
good judgment and if the men in the 
central office who supervise them are 


pe 
Percentage 
| Predicted x* as 
Census se 
of 
Ringgold............] 33 27 12 14 $ 85 mi 
rte 44 38 27 15 150 fo 
30 24 14 142 
40 38 23 10 
4! 28 12 158 
43 26 12 157 no 
he 
30 21 17 124 
32 15 17 101 th 
34 27 13 22 84 81 84 
Van Buren...........| 37 21 13 32 79 71 77 lat 
Warren..............| 38 27 18 23 96 gI 100 & 
Washington..........} 40 30 19 20 124 113 115 (. 
eee aaa 34 26 12 14 79 75 86 th 
Webster.............| 42 38 32 I 155 140 147 (¢ 
32 29 118 93 116 
eer i 22 21 29 84 71 89 
Woodbury...........| 36 43 22 12 121 106 131 th 
SS 28 29 19 97 94 Io! es 
40 go 12 147 129 141 ( 
Qo? $118.32 [$106.03 [$118.23 
3. 40 7.03 27.05 | 24.54 
is 
4% 3% tl 
ty 
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acquainted with their various personal 
peculiarities, it is obvious that excellent 
results can be obtained with a score 
card of this sort. Moreover, as long 
as insurance companies safeguard them- 
selves by loaning only 50% of the value 
of the land, they can make rather bad 
mistakes in appraisal without much risk. 

Is it possible to work out a scientific 
foundation for appraising farm-land 
values in a state like lowa? The meth- 
ods which are set forth herewith are 
not expected to be of great immediate 
help to land appraisers in Iowa, but it 
is hoped that they will contribute some- 
thing toward determining what factors 
make the farm land in one section of 
Iowa worth more or less than the farm 
land in another section. The facts on 
which the study is based are figures for 
the different. counties of corn yield 
(A),? percentage of land in corn (B), 
the percentage of land in small grain 
(C), the percentage of land which can- 
not be plowed (D), and the value of 
the land per acre without buildings as 
estimated both by the Federal census 
(X) as of January 1, 1925, and the 
Iowa state census (Y) as of the same 
date. These figures for the different 
counties of Iowa are presented in 
Table I. 

The method of multiple correlation 
is eminently adapted to a problem of 
this sort. The simple correlations be- 
tween the different factors are given in 


Table II: 


II. StmpLE CorRELATION 


CoEFFICIENTS 
Federal land value (no buildings) and 
1, 10-year average corn yield per acre.......... .6293 
2. Percentage of land in -8082 
3. Percentage of land in small grain............ .6375 
4. Percentage of land not plowable............. —.6895 
Ten-year average acre yield and 
1. Percentage of land in +3040 
2. Percentage of land in small grain...........- -2755 
3. Percentage of land not plowable............. —.1619 
Percentage of land in corn and i 
1. Percentage of land in small grain............ .6187 
2. Percentage of land not plowable............. 8135 


Percentage of land in small grain and 
1. Percentage of land not plowable............. —.6013 
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Using Federal land values per acre 
as the dependent variable and the other 
four factors as independent variables, 
we find that the multiple correlation 
coefficient is .9166. The multiple re- 
gression line is predicted X equals 
3-44 plus 1.8B plus .6D minus .6E 
minus $74.72. 

Apply this formula to Adair county, 
for instance, where the 10-year average 
acre yield of corn is 36 bushels, the per- 
centage of land in corn is 32, the per- 
centage of land in small grain is 16, 
and the percentage of land not plowable 
is 19. Thirty-six times 3.4 gives 
$122.40 an acre credit because of the 
10-year average acre yield of corn; 1.8 
times 32 gives $57.60 an acre credit; 
16 times .6 gives $9.60 an acre credit; 
19 times minus .6 gives minus $11.40; 
these figures added together with the 
constant factor of minus $74.72 give a 
net of $103.48, as the predicted value 
of farm land in Adair County on the 
basis of the four independent variables. 
The actual value is $93, or there is a 
difference of $10 an acre. 

The application of this formula to 
each of the 99 counties in lowa is 
given in the last column of Table I. It 
will be noted that the formula seems 
to be from $20 to $30 an acre below 
value in the case of Polk, Montgomery, 
Page, Dubuque, and Grundy counties. 
Has the Federal census made a mistake 
in these counties or are there special 
considerations for which the formula 
does not make allowances? In the case 
of Polk County there is a city of 
150,000 to be taken into account which 
may cause farm land in that county to 
be valued somewhat higher than the 
strictly productive factors would indi- 
cate. On the other hand, corroborative 
evidence from the state census would 


Table I. 
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indicate that perhaps the Federal cen- 
sus takers might have overvalued the 
Polk county land. The same reasoning 
seems to hold for Dubuque where the 
answer given by our formula checks 
much more accurately with the state 
census values than with the Federal 
census. In the case of Grundy, Mont- 
gomery, and Page counties, there are 
a number of wealthy foreign-born farm- 
ers who came through the land boom 
without making as many serious mis- 
takes as were made in other sections of 
the state. 

The writer does not care to defend 
this formula as the last word in scien- 
tific accuracy. It is his belief, however, 
that land appraisers in lowa who are 
willing to accept the Federal census 
values as of 1925 will find the formula 
of some use. In applying it, however, 
they should keep in mind just how this 
formula was derived and make their 
own corrections, so as to fit most accu- 
rately the specific time and place. For 
example, a certain farm may put about 
40% of its land into corn one year with 
another and get an average acre yield 
over a period of years of approximately 
40 bushels. About 20% of the land is 
put into small grain, and 20% cannot 
be plowed. The farm is level and well 
drained and has a black Webster silt 
loam characteristic of the richest land 
of north central Iowa. The farm is 
near a good road, two miles from mar- 
ket, and the taxes are only $1.50 an 
acre. Aside from the land which can- 
not be plowed, none of the fields are 
broken up with ditches. The buildings 
are worth $50 an acre. Using our for- 
mula and common sense, what should 
this land be worth on the basis of 1925 
census values? 

Applying the formula by itself we 
find that the land alone has a value of 
about $133 on the basis of the 1925 
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census. Adding $50 worth of buildings 
per acre, we get $183. Because the soil 
is black, level, well-drained, and 
arranged in fields which are not broken 
up by draws, we add another $20 an 
acre and get a value of $203. Because 
the farm is located closer to a good 
market than the average farm, and be. 
cause it is better situated with respect 
to roads, we add another $15 and get 
$218. Because the taxes are more mod- 
erate than is usually the case with a 
farm of this quality, we add another $5 
an acre and get $233. 

Of course, there are other things to 
be considered with which the skilful 
appraiser is thoroughly familiar, such 
as the general character of the neigh- 
borhood and a multitude of considera- 
tions which are brought out in the 
insurance company’s score card pub- 
lished in the early part of this article. 

The value of the buildings per acre 
is a rather hard thing to arrive at. The 
census figures indicate that in 1925 the 
buildings on most Iowa farms were 
worth fully as much, if not more, than 
in January, 1920. Land _ without 
buildings had gone down until it was 
worth only a little over half as much, 
but the buildings were still priced at 
peak levels. This is doubtless because 
it still costs nearly twice as much as it 
did before the war to buy building ma- 
terials. Occasionally a farm is over- 
improved so that it is necessary in 
appraising it to add, because of the 
buildings, a value less than their 
replacement costs less depreciation. The 
experienced farm-land appraiser is not 
likely to make any mistake on this score. 

The one factor above all else in de- 
termining comparative land values in 
Iowa is productive power in terms of 
corn. If we multiply the percentage of 
land in corn by the 10-year average acre 
yield of corn, and get the average pro- 
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duction in bushels of corn per hundred 
acres, we get a figure which is exceed- 
ingly significant with respect to Iowa 
land values. The most valuable land 
in Iowa is located in those counties 
where as a 10-year average 100 acres 
of farm land produce 1,600 bushels or 
more of corn. Using corn productivity 
alone as our independent variable for 
measuring comparative values of Iowa 
farm land, on the basis of 1925 census 
figures, we get the following formula: 

Predicted value of farm land per 
acre without buildings equals .075 times 
the average productive power of 100 
acres of the farm land in bushels of 
corn plus $22. In other words, if a 
given farm produces an average of 
1,600 bushels of corn per hundred 
acres, it should be worth about $142. 
On the other hand, if it produces only 
about 1,000 bushels of corn per hundred 
acres, it is worth only about $97 an 
acre. In other words, each extra bushel 
of productivity in terms of corn in- 
creases the value of the land per acre 
about $7.50. This one factor of pro- 
ductivity of land in terms of corn 
obtained by multiplying the 4 and B 
factors in our table together, correlates 
with land values or the X factor in our 
table .897. This contrasts with our 
multiple correlation of .917 where we 
used four independent variables. There 
was some gain in introducing the factor 
of percentage of land in small grain 
and percentage of unplowable land. 
The all-important factor, however, is 
long-time productivity in terms of corn. 

Although the writer has not had very 


close contact with the appraisal meth-. 


ods of insurance companies, he is of the 
opinion that in so far as they are valu- 
ing Corn-Belt land they do not make a 
sufficiently definite effort to determine 
the probable long-time productive power 
of a given piece of land in terms of bush- 
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els of corn. They seem to find it diffi- 
cult to make a definite estimate as to 
the average acre yield of corn one year 
with another. Also, they seem to find. 
it difficult to estimate about what per- 
centage of the land can be put into corn 
one year with another and still maintain 
this yield. Insurance companies loan- 
ing in the Corn Belt have devised score 
cards for appraisal which are quite well 
adapted to eastern or southern farms 
but are not definitely fitted to Corn- 
Belt farming. Under the methods in 
use it would seem that insurance com- 
panies, unless safeguarded by the ex- 
cellent judgment of their appraisers, 
tend to loan too high on poor land, 
whereas they fail to recognize how good 
the best Corn-Belt land really is. There 
are many farms in north central Iowa 
which are easily worth three times as 
much as other farms in southern or 
northeastern Iowa. While the insur- 
ance companies may have learned better 
by this time, there seems to have been 
a tendency in the past to be more will- 
ing to loan $50 an acre on a southern 
Iowa farm than $120 an acre on a good 


‘ north central Iowa farm, though the 


higher loan on the north central Iowa 
farm was.actually safer than the other. 

Formulas, such as suggested here, 
will obviously apply only to sections 
where the type of farming is fairly uni- 
form. It would be foolish to expect a 
formula of this sort to work very sat- 
isfactorily in Wisconsin. It might work 
fairly well in the Corn Belt of Illinois, 
although it would be better to work out 
a separate formula for Illinois, based 
on Illinois data. It would not work so 
well in Indiana because of the fact that 
the high corn yields in that state are 
attributable in part to purchased com- 
mercial fertilizers rather than to land. 

The formula as set forth here is, of 
course, based on 1925 census values. If 
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farm-product prices improve and it is 
obvious that the general price level for 
farm land has increased, the formula 
can still be used, but a certain percent- 
age should be added to it to take this 
into account. 

It is believed that farm land ap- 
praisal in Iowa can to some extent be 
made into a science as well as an art. 


It is believed that by introducing a cer- 
tain amount of scientific method in 
addition to the methods already in use, 
it should be possible for insurance com- 
panies, Federal Land banks, and so 
forth, to place their loans more intelli- 
gently, not only from the standpoint of 
their policyholders, but also from the 
standpoint of their farmer borrowers. 


THE APPRAISAL OF IOWA FARM-LAND VALUES 
BY AN INSURANCE COMPANY 


By GRIFF JOHNSON 


FTER more than 20 consecutive 
A years of experience in making 
first-mortgage loans on Iowa 
farms, I do not know a formula or fixed 
rule for comparative land values that 
would be practical in every-day work. 
Score cards are of no practical value in 
farm appraising. In arriving at land 
values we have to consider not only the 
capacity of the farmer to make nature 
yield good crops but also the efficiency 
of the farmer in his relations with other 
men, which determine in large measure 
what income the crops will bring. 
Other elements may be involved, as 
will be shown presently, but the two 
main types of considerations (affecting 
the capacity and efficiency of farmers) 
cannot be weighted by any hard-and- 
fast formula. Appraising land values 
is, after all, a matter of judgment 
backed up by experience. Especially 
when the purpose of the valuation is to 
estimate the security for a loan, we have 
to consider the personal factors which 
determine whether a given borrower 
will make full and regular payments. 
These factors cannot be put into the 
strait-jacket of mathematical formulas. 
For lack of a formula, the explana- 
tion of existing appraisal practices must 


be in terms only of elements to be 
judged, without attaching mathematical 
weights to each element. These fac- 
tors are the outcome of actual experi- 
ences of these many years, which have 
taught many lessons on virtually every 
angle of the loan business and have 
brought reasonably successful results. 
It would not be fair, however, not to 
mention the five other members of our 
investment board who so ably aid me in 
this work by their friendly support and 
worthy counsel. 

At the outset, it should be said that 
some of the members of our investment 
board were born and reared on Iowa 
farms and have been, and are, real- 
estate owners. These years of close-up 
contact with farming and the farm-loan 
problem, in their different aspects, 
coupled with frequent inspection trips 
to various quarters of the state, have 
given a ready-at-hand and priceless 
fund of information in regard to the 
history of farms and farm products 
when the question of values is to be 
determined over the committee table. 

Moreover, our strong faith in the 
unfailing productive qualities of Iowa 
climate and soil in general has been cor- 
roborated by an unbroken succession of 
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bountiful crops. This continually adds 
to our belief that the maximum values 
of these lands have scarcely been 
approached. We also realize that, 
while every year marks failures in other 
lines of business and while some men 
fail in farming, a well-managed Iowa 
farm has not yet failed to support at 
least one family and yield some surplus 
as an annual dividend; also, that lowa 
agriculture has never repudiated its 
debts or obligations, and the basket of 
charity has never been passed for the 
state. 

Furthermore, some of the members 
of our investment board have seen Iowa 
lands pass through the transformation 
periods from government native prai- 
ries at $1.25 an acre to the highly 
improved farm homesteads bought and 
sold by neighbor to neighbor at $300 
an acre and more. They have also seen 
these soils produce greater and more 
diversified crops under the greater skill 
of development and more intensified 
cultivation from year to year. The 
result is that we firmly believe Iowa 
agriculture is still youthful and that 
future years will show these farms pro- 
ducing more valuable crops than the 
most optimistic imagination can now 
picture. 

As to present and near future values 
of farms of different character in divers 
localities of the state, there are many 
specific items which we take into consid- 
eration and keep under careful advise- 
ment. In the first place, although the 
lands of the state are rather uniform, 
in comparison with some other states, 
the soil has a number of pronounced 
variations in both quality and character. 
Hence, only by our personal field expe- 
rience with additional aid and informa- 
tion from soil maps and the kind of 
crops produced to the best advantage 
are we able to arrive at a fair valuation 


of such various farm types. In connec- 
tion with the type of soil, we also keep 
in mind that the general scientific 
research by the United States Depart- 
ment of Agriculture and the experi- 
ments and advisory help of the State 
Agricultural College—which has no 
superior—on soil analysis and its best 
adaptability to certain grain-producing 
crops and grasses, are elements continu- 
ally working for betterment and adding 
to the land value. These considerations 
point to the fact that virtually all Iowa 
tillable lands have a certain intrinsic 
crop-producing value. Hence, we can 
base our appraisal for loaning purposes 
according to the character, quality, and 
probable returns from an orderly mar- 
keting, in whatever form, over a term 
of years, say a 10-year average period. 

In the second place, we consider the 
element of marketing practices. Our 
method takes into account whether 
certain feed crops, such as corn, oats, 
barley, rye, alfalfa, clover, and so forth, 
are sent to market hurriedly as soon as 
they can be gotten into form, irrespec- © 
tive of market prices, whether they are 
carefully stored on the farms under 
good housing and held till market prices 
seem at their highest point, or whether 
these food products are converted into 
other products which in turn are 
retained on the farms till favorable 
market prices can be commanded. Our 
theory is that the class of farmers who 
so diversify and manage their business 
that they can have the buyer seeking 
them instead of crowding their products 
upon the buyer, universally will have 
the best advantage. We observe that 
in some localities the farmers are awake 
to all the aids and advantages for bet- 
terment and get the resultant benefits, 
while in others they are idle and shift- 
less. 

A third element of importance is the 
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incentive of ownership. Preference is 
given to localities where home-owned 
and home-occupied farms predominate 
over those occupied by tenants and 
owned by speculators or non-residents. 
It is practically out of the question for 
even an excellent farm with the most 
favorable surroundings to maintain 
properly the family of a landlord in 
“town style,” the tenant family on the 
farm, bear the expenses of needed 
repairs, pay taxes and upkeep, and last 
but not least, care for a first-mortgage 
loan with prompt payments. A com- 
munity of home-owned and _ home- 
occupied farms represents an element 
of land value which cannot be reckoned 
in dollars and cents. Such a district 
usually has a permanent, dependable, 
satisfied class of people. A farm in one 
of these high-grade localities is more 
valuable for our loan purposes than one 
of equally good soil in a slovenly 
community. 

A fourth factor to be considered is 
the policy of diversification. While we 
hold steadfast to the principle that 
Iowa is the premier corn state, yet we 
realize there are other field crops and 
money-making by-products. Those 
farmers who follow a_ well-balanced, 
judicious production along general lines 
are much in advance of those who try 
to specialize, or seem satisfied with the 
time-worn routine of a field of corn, a 
limited acreage of oats, a small, over- 
taxed pasture, three or four light-grade 
cows, and a small crop of hog runts. 
Time has substantiated the conclusion 
that the better classes are gradually 
increasing and the rut-going, shiftless 
farmers are disappearing. Corn, hogs, 
and beef cattle are strong leaders, but 
not the only revenue producers, or tax 
and loan interest ‘“‘paymasters.” 

By way of illustration, there are 
certain districts of the state where the 
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soil is adapted to blue-grass on a par 
with some Kentucky districts. These 
communities are gradually going over 
to dairy interests and poultry produc. 
tion. Many thrifty farm house-wives 
and children, caring for the dairy and 
poultry products, are gathering the 
half-dollars and dollars from day to day 
and week to week to the end that many 
of the family and farm obligations are 
paid by such funds while the husband, 
with his helpers, is making only an 
annual turnover of field and feed prod- 
ucts. These dairy and poultry districts 


_ always have ready money because pay 


day comes once or twice a month from 
the creamery and shipping stations, 
Such people seldom object to semiannual 
tax and interest paying dates and are 
not often tardy or asking for extensions. 
But the majority of localities where the 
major crops, such as corn, cattle, and 
hogs, are relied upon are generally 
solicitous for pay dates only once a 
year. 

Certain other sections of the state 
seem to have soil conditions congenial 
to heavy timothy growth, and the pro- 
ceeds from seed bring an attractive 
remuneration. Another section of the 
state has received satisfactory profits, 
for a number of years, from cultivating 
and marketing crops of choice pop-corn. 
Still other sections have obtained good 
profits from beet-sugar crops, and have 
been and are adding yearly that crop 
to their general diversified list. Other 
similar items might be noted here, but 
these few convey the general idea. We 
know these better practices are gradu- 
ally coming in to stay, and with them 
come firm determination and bright 
prospects for a greater degree of suc- 
cess. There may be some ups and 
downs in buying and selling prices be- 
fore the beneficial supremacy is firmly 
established, but in the main such com- 
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munities handling their farms in this 
up-to-date diversified manner bring the 
values gradually to higher permanent 
planes. 

A fifth element of value, of which 
our investment board is not unmindful, 
is the access to local markets and to the 
benefits of community life. This is 
largely a matter of adequate highways, 
and by ‘“‘adequate” we mean both near- 
ness and dependability, regardless of 
season. It adds to the productiveness 
of a farm and the value of land to have 
easy and quick access to local markets, 
to schools, churches, and community 
gatherings. Thus, close watch is taken 
and great interest is manifested in the 
state highway map, as it lies before us, 
to see what the improved roads have 
done and what will be the possible 
benefits from further work and devel- 
opment in this direction. This project 
is still in the embryonic stage. Much 
advantageous work has been done; 


more is in process of completion. Some 
communities are steadily accelerating 
the improvement and regard it well 
worth the price; others seem to be much 
disposed to retard it. It is of vital in- 


terest to discern whether public 
sentiment is for or against such better- 
ments, and whether this sentiment is 
controlled by the probable cost, or fails 
entirely to see the undoubted enhance- 
ment in yearly benefits. Good roads 
are a wonderful asset to farms and 
farm values when constructed conserva- 
tively, judiciously, and in a business-like 
manner. We attach a favorable mar- 
gin for this element where the roads are 
being built primarily for the farmers’ 
business use, not for tourists’ pleasure 
use. 

Another element which is worthy of 
a specially prominent position in this 
account is the social, or community, 
element. By this we have in mind 


certain districts where there are settle- 
ments, so-called, of certain nationalities. 
Some of these date back more than half 
a century. Nationality governed in 
some cases, religion in others, and per- 
haps a combination of both in other 
localities. The early leaders of such 
colonies seem to have been endowed 
with the good judgment and sagacity to 
select the best of our land. We have 
some such settlements spreading over 
goodly portions of three or four coun- 
ties. These farmers seem to vie with 
one another in having the best culti- 
vated lands, the best buildings and 
improvements, the best grades of stock, 
the best crops, the greatest number of 
bushels of corn to the acre, and many 
other items of neighborly competition. 
Their farms would always command the 
highest awards on loans and the most 
favorable going terms on sales. We 
have several such colonies composed of 
persons of German ancestry; others 
Scandinavian; others Hollanders; oth- 
ers Bohemians; some French; occa- 
sionally small neighborhoods of 
Hungarians. As to church affiliations, 
we have the Amanites, the Quakers, the 
Dunkars, and some others. All are 
excellent farm citizens. Their lands, 
improvements, thrift, close application 
to their industry are of the highest type. 
When setting down valuation figures 
for their properties, or their communi- 
ties, a considerable percentage can be 
added by reason of this social factor. 
In this connection attention is always 
given to the fact that in these localities 
the parents are always watchful to get 
additional land in the neighborhood for 
their increasing families because among 
some of them there is a noticeable 
clannishness and they want all the 
children to settle on farms near to the 
parent nest. 
So much for the general topic re- 
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garding comparative land values. When 
it comes to a necessity of close figuring 
on any one specific farm for the purpose 
of a loan, and the general evidence and 
information before us do not appear 
ample, we make a special further per- 
sonal examination of that particular 
farm and all factors in its favor for the 
actual purposes under consideration at 
that time. 

There is so much spoken and written 
these days regarding agricultural inter- 
ests and so much speculative advice 
freely given that one rather hesitates 
to add to the volume thereof. Suffice 
it to say that our investment board 
endeavors to give close attention to the 
practical, businesslike methods which 


are being pursued in the different sec. 
tions of the state, realizing that there 
are different soils where different meth- 
ods can best be called into service to get 
the best results, also realizing that 
there are various classes of farmers. 
No comparative valuations according 
to a formula can be made of lands in 
two counties on opposite sides of the 
state which would be of any practical 
benefit in appraising farms for conser- 
vative loan purposes. Through a con- 
tinuous stretch of years the plan of 
close adherence to all these varied 
elements of value has brought very 
satisfactory results for our company in 
its extensive farm loaning business in 
Iowa. 


THE PRINCIPLES INVOLVED IN FARM- 
LAND APPRAISAL PROCEDURE FOR LOAN PURPOSES 


By ALBERT G. BLACK anp JOHN D. BLACK 


HE first impression which one 

gets after studying the appraisal 

methods of the various agencies 
making loans upon farm land—the 
farm-mortgage companies, the insur- 
ance companies, and the land banks— 
is that appraising farm land is one art 
which has been pretty thoroughly mas- 
tered by all those practicing it. At 
least all the various agencies making 
loans on farm land seem to be follow- 
ing about the same practices. First, the 
borrower makes an application for a 
loan, an appraiser inspects the farm, 
fills out a report, and makes a valua- 
tion. The office may reject the appli- 
cation or modify the valuation. The 
reports turned in by the appraisers of 
the various loaning companies and 
agencies include almost identically the 
same headings: soil, climate, topog- 
raphy, drainage, land improvements, 


area of land in different crops, build- 
ings, roads, markets, community condi- 
tions, yields, farm income, assessed 
value, moral risk, recent sales in the 
territory. Whatever differences there 
are in methods must relate principally 
to different weighting given to these 
various factors. And it must be added 
in conclusion that the various agencies 
are in general well satisfied with their 
present methods. 

It is the purpose of this article to 
raise serious question whether the prac- 
tices now followed are so eminently 
satisfactory, to indicate some lines of 
attack upon the problem which should 
lead to considerable improvement, and 
incidentally to outline a few of the 
principles that are fundamental to good 
appraisal and loan procedure. The 
subject is an important one to borrow- 
ers as well as lenders, 
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Prevailing Loan Practices 


To do this properly we must have 
details of the actual problems of 
appraisal more clearly in mind. A good 
way to get them in mind is to describe 
the common manner of handling these 
details. First is the matter of passing 
upon an application for a loan. 

If the applicant is very heavily in 
debt, if interest or taxes are unpaid, or 
if the farm is poorly equipped, the 
company may reject the loan without 
appraisal. Most companies have well- 
defined loaning areas, and if the appli- 
cation offers land outside of these areas, 
the loan will also be refused. Within 
the approved areas, the company, if it 
has been in operation for some time, 
will probably have gathered a mass of 
data relating to soil, climate, and mar- 
ket conditions by counties and perhaps 
even by townships. Probably a limit 
has been set as to the amount of loan 
which will be allowed per quarter- 
section in each county. This figure has 
been arrived at largely through experi- 
ence 2s to the size of loan which will 
“stand up” in particular areas. The 
company may likewise have collected 
sales figures for certain areas and, of 
course, will have appraisal records for 
other farms in many localities. 

If the application for the loan is 
satisfactory, it is turned over to an 
appraiser. This appraiser has probably 
been valuing land in the vicinity for a 
number of years and, through expe- 
rience, has learned about what land 
values are in any territory. He will go 
to the farm and get a general impres- 
sion of the conditions of the farm, 
principally through the appearance of 
the buildings, fences, state of cultivation 
of the fields, and condition of live stock 
and equipment. He will walk over the 
farm and collect data from which he 


can furnish the information required in 
his report. He will supplement his 
personal observations by inquiries of 
neighbors, business men, and the local 
banker with whom his company is prob- 
ably in close cooperation. These 
sources furnish him with information as 
to the moral risk, sale values, and com- 
munity conditions. His estimate of the 
income of the property will be based 
on his own observations of the yield of 
crops, and sales of live stock and live- 
stock products. Upon the basis of 
these data the appraiser will prepare 
his report, set a value for the farm, 
usually valuing land and buildings sep- 
arately, and recommend a loan of an 
amount which he believes can be carried 
without risk to his company. 

Recently a few farm-mortgage lend- 
ers, particularly life insurance compa- 
nies, have gone somewhat further and 
have prepared score cards upon which 
the different factors affecting the value 
of the farm are listed. These factors 
are weighted according to their esti- 
mated influence upon the value of the 
land. The appraiser scores the farm 
on each of the points listed and adds 
the scores of the individual factors, 
thus obtaining a total score for the 
farm. Previously a basic value for a 
“perfect” farm within each area has 
been determined, and the value of the 
farm is calculated by multiplying the 
“basic value” by the percentage score 
of the particular farm. 


Federal Farm Loan Procedure 


The appraisal methods of the Fed- 
eral Farm Loan System do not differ 
materially from those used by other 
leading agencies. Because of certain 
legal requirements there is more uni- 
form handling of details by different 
banks than by private loaning compa- 
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nies, but the procedure of the appraisers 
is much the same. The Federal Farm 
Loan System also pays more attention 
to farm income as a factor influencing 
land values than do many of the other 
loaning organizations. The Farm 
Loan Act prescribes, in general terms, 
the method of arriving at the value of 
land and asserts that the “earning 
power of the land (for agricultural 
purposes) shall be a principal factor.” 
The appraiser estimates the yields of 
the different crops grown, calculates the 
gross crop income on the basis of an 
estimated average price, and adds the 
estimated income from other sources. 
By taking 50% or 60% of the gross 
income, an approximate net income 
figure is obtained. The income calcu- 
lated in this way, however, has little or 
no effect upon the value as reported by 
the appraiser. It serves only as a 
rough index of the amount available for 
the payment of interest and principal. 
The appraisers pay much more atten- 
tion to the sale value of the farm or of 
other similar farms in the vicinity. They 
make an effort to verify the sale figures 
if the farm has been sold recently. 

The appraisal methods actually in 
use can be briefly summed up as an esti- 
mate of present selling value largely by 
comparison with values set by recent 
sales in the neighborhood. Few ap- 
praisers can tell exactly how they arrive 
at the values they set on a farm, and 
if pressed closely will admit that in the 
last analysis their valuation is an 
“experienced guess” based upon their 
general knowledge of farm conditions, 
sale prices, productive capacity, moral 
risk, community value, and other simi- 
lar factors. One farm-mortgage banker 
summarizes the present situation in 
appraisal practice by saying that an 
appraiser’s “‘ability to value property is 
a combination of a keen sense of values 


and credits, together with ability to 
gather pertinent information and know 
when he is getting true facts.” The 
general attitude of farm-mortgage 
bankers regarding appraisal is that 
little improvement in current practices 
is possible or even desirable. If im- 
provement were to be made, it would 
be along the line of selecting men with 
better judgment and collecting a little 
more information of the sort that is 
useful to the appraisers. Any attempt 
to reduce the extent to which personal 
judgment enters is fruitless because so 
many factors—as, for instance, moral 
risk—are so manifestly unmeasurable 
and exert such varying influences upon 
land values that they may be considered 
at all only by using personal judgment. 


Four Parts of the Problem 


The general problem involved may 
readily be separated into four parts as 
follows: 

1. Assuming a given level of land values 


in an area at the time, what is the 
value of a particular farm at the time? 


2. What will be the level of land values 
in the area some time in the future 
when it may be necessary to foreclose 
the mortgage? 

3. What income will there be from the 
farm from which to meet interest pay- 
ments and principal? 


4. Is the borrower the sort of a person 
who will make an honest and effective 
effort to meet his interest and principal 
payments? 


Obviously all four of these are im- 
portant questions for any agency mak- 
ing loans upon farm lands. But 
strictly speaking only the first one of 
them is a problem of appraisal. 
Forecasting what land will be selling 
for 10 years hence is surely not “ap- 
praising” in the accepted designation of 
that term. Even more certainly are 
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forecasting land income and estimating 
moral hazard not appraising land. The 
answers to the second and third ques- 
tions determine the percentage of the 
value that can be loaned, whether 40%, 
or 50%, or 60% of it; but they do not 
determine the appraised value. The 
answer to the fourth principally deter- 
mines whether or not to grant the loan 
at all. The tendency of loan agencies 
to confuse questions, principally the 
first and the fourth, is one of the im- 
portant reasons for the slow progress 
that is being made with the problem 
as a whole. Although this article is 
entitled “land appraisal,” the authors 
are assuming that what the editors of 
the JoURNAL OF LAND & PuvuBLIC 
Utitiry Economics really want is a 
discussion of the whole problem of 
determining the size and appropriate- 
ness of mortgage loans and are pro- 
ceeding upon this basis. 


The Appraisal Proper 


Necessarily the part of the problem 
to which most attention needs to be 
given is that of estimating the value of 
a particular farm, assuming a certain 
level of land values prevailing in the 
area. This is best attacked in a large 
way, at first, by correlating county aver- 
ages of land values with percentage of 
land improved, in pasture, in woodlot, 
and in different crops; also with crop 
yields, carrying capacity of pasture 
land, distance from the larger markets, 
value of buildings, and so forth. Cen- 
sus data can be used for this analysis. 
The method of analysis will, of course, 
have to be that of multiple correlation 
or else more highly involved cross- 
tabulation. The results will show the 
average effect on land values of an 
additional percentage of improved land, 
land in woodlot, land in wheat, and so 


forth; of an additional bushel per acre 
in the yield of wheat, corn, and the 
like; of an additional animal unit car- 
ried on each hundred acres of pasture, 
and so on. 

The area chosen for such an analysis 
ought to include 100 counties, if pos- 
sible; but there should be no wide 
divergencies in physical conditions or 
cropping systems within the area. In 
marking out the areas, state lines can 
be completely ignored, unless it hap- 
pens that state censuses supply valuable 
supplementary data. 

The coefficients of correlation ob- 
tained in such analysis will run very 
high, some of them over +.95; but part 
of this high correlation is spurious. 
Many factors besides the ones men- 
tioned produce variations in the land 
values whose effects, however, do not 
reduce the coefficients of correlation as 
they should because they are averaged 
out within any county. Distance from 
local markets, for example, affects land 
values greatly; but the chances are that 
within any county will be found farms 
at all distances from local markets. This 
will also be true for the effect of type 
of road, size of the local village or 
city, size of farms, distance from main 
highway, and a number of the less sig- 
nificant factors. 

The true correlations, if they were 
obtainable, would, however, be sufh- 
ciently high to warrant making use of 
the results in estimating the values of 
individual farms within the counties. 
But there will be some wide differences 
between the true values of many farms 
and those obtained from such a formula. 


~ Farms near local markets will be worth 


more than the formula will indicate, 
and those far from local markets will 
be worth less; likewise for the effect 
of type of road, and other factors. 
Guesses can be made as to the proper 
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allowance for each of these factors; but 
there is no reason why guessing should 
be resorted to more often with them 
than with the other factors. All that it 
is necessary to do is to assemble the 
proper data for the farms currently 
sold in the area and analyze these facts. 
This has been done for demonstration 
purposes for Blue Earth County, Min- 
nesota.?. Only those farms were in- 
cluded which had been sold during the 
four-year period 1916-1919, inclusive. 
The selling prices were checked against 
the records of the State Tax Commis- 
sion. The following results were 
obtained: 

For every increase of a dollar’s worth of 
buildings per acre, land value increased $1.07 
per acre. 

An increase of one point in the “land classi- 
fication” index increased the land value $0.73 
per acre. 

An increase of one point in the “soil pro- 
ductivity” index increased land value $0.17 
per acre. 

Land upon improved state roads averaged 
$21.92 more per acre than land upon dirt 
roads. 

Land tributary to the larger towns averaged 
$12.82 more per acre than land tributary to 
the smaller towns. 

For a farm on a dirt road and adjoining a 
smaller town, each mile from town decreased 
land value $3.42 per acre. 

The land classification index was calculated 
on the basis of the amounts of land of differ- 
ent grades contained in the farm. The four 
grades used were: woods not potentially till- 
able, woods potentially tillable, wild hay land, 
tillable land. These grades were given a 
weight according to their estimated value sig- 
nificance. The soil productivity index was 
based upon the average yields of the principal 
crops grown in Blue Earth County. 


The coefficient of multiple correlation 
was +.81. It would have been higher 
except for the difficulty of adjusting for 
the rapid rise in land prices during this 
period. The average sale price of all 
land sold in 1916 was $114.52 per 


* Minnesota Technical Bulletin No. 9. 


acre; in 1917, $124.46 per acre; in 
1918, $134.96; in 1919, $157.23. In 
this case, it would have helped greatly 
to have averaged sale prices quarterly 
instead of annually. A checking of the 
formula value against the sales value 
for individual farms showed the follow- 
ing significant differences: (a) farms 
very near to town had sold for more 
than the formula price; (b) farms ona 
lake shore had sold for more than the 
formula price; (c) many tracts of land 
without buildings had sold for much less 
than the formula price. This was espe- 
cially true if they were poorly located. 
It will be apparent that even these fac- 
tors could be included in the formula as 
soon as enough sales records were 
obtained. 

An interesting question in connection 
with such an attack on the problem is 
the method of handling buildings. One 
procedure is to let the appraisers esti- 
mate values of the buildings and let it 
go at that. There is always danger, 
however, that they will place them 
mostly too high or too low. By includ- 
ing estimated values of buildings in the 
analysis, a correction factor can be 
obtained for this; as was done in the 
Minnesota study. Or it may be that at 
any given time, buildings may generally 
add more or less to the value of a farm 
than their depreciated cost of reproduc- 
tion. One would expect them to add 
more in a period of rapidly rising land 
prices, and the Minnesota study gave 
evidence of this. A third method is to 
include the physical facts as to the 
buildings, such as dimensions, type of 
construction, date of construction, and 
so forth, as variables in the multiple 
correlation analysis. This is the method 
which in the end will probably be used. 

After such methods as the foregoing 
are developed, there will still be need 
for the judgment of the individual ap- 
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praiser. There will be special circum- 
stances as to location, condition of the 
buildings and fences, nationality of the 
farmer, community organizations, and 
the like, which will need to be evalu- 
ated. But the field for “experienced 
guessing” will be very greatly reduced. 
It is significant that the probable error 
of the results in the Minnesota study 
was only 9.5% of the sales prices, as 
contrasted with 26.7% for the asses- 
sor’s appraisals. 

Since the Minnesota study was pub- 
lished in 1922, the Division of Land 
Economics and the Bureau of Public 
Roads of the United States Depart- 
ment of Agriculture have taken up this 
method of handling the problem. Six 
studies have been made, 3 in Iowa, 2 
in Indiana, and 1 in Wisconsin. The 
results have not been published. Pre- 
liminary reports of the Indiana study 
of about 345 farms, furnished by 
Ernest Wiecking, of the Division of 
Land Economics, show farm value re- 
duced from about $215 per acre to 


- about $185 as the distance from mar- 


ket increased from less than 1 mile to 
15 miles. As the yield of corn increases 
from about 31 bushels per acre to 70 
bushels per acre, the farm value in- 
creases from about $160 to about $215 
per acre. The effect of improved land 
on land value is quite marked up to 
80%, but very little beyond this point. 
An increase in the value of buildings up 
to $40 per acre increases farm value by 
an equal amount per acre, but very lit- 
tle beyond this point. The Iowa 
studies show correlation indexes vary- 
ing from 0.75 to 0.79. The correla- 


tion index is the term applied to the 


coefficient of multiple curvilinear corre- 
lation. The significant factors used in 
these studies were distance to market 
town, road type, percentage of tillable 
land, yield of corn per acre, cost of 


buildings per acre, and size of market 
town. 

A valuable study in the methodology 
of determining the effects upon farm 
value of various factors is that of Mor- 
decai Ezekiel. Studies of this nature 
must be continued to furnish additional 
ground work upon which a truly scien- 
tific appraisal system may be based. 


Income Not an Appraisal Item 


Economists who have given no 
thought to the problem of appraisal of 
land are inclined to assume that ap- 
praisals should be based upon land 
income. There are three difficulties in 
the way of basing the appraisal of a 
farm upon annual net income. First, 
the current net income of a farm can- 
not be obtained with any sufficient 
degree of accuracy for the needs of 
appraisal because of the impossibility 
of finding a value for such items as the 
produce and supplies furnished the 
family by the farm, the family’s use of 
the house and automobile, the farm 
operator’s labor, the family labor used 
on the farm. It is true that all of these 
are valued in many farm surveys that 
have been made. But the methods 
used have been arbitrary and in many 
cases based upon bad economics. For 
example, valuing family labor at what 
it would cost to hire a substitute is bad 
economics. If farm-grown supplies are 
to be charged to farm families at what 
they will sell for at the farm, then the 
resulting net income must be capitalized 
at a rate that prevails at the farm. It 
must be remembered that, after all, no- 
body comes to grief if a wrong farm 
income is arrived at in a farm survey— 
it just assists in turning out another set 


* Factors Affecting Farmers’ Earnings in South- 
eastern Pennsylvania, United States Department of 
Agriculture, Bulletin 1400, p. 39. 
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of misleading survey figures. But here 
the case is different. Actual money is 
going to be loaned on the basis of the 
valuation made. It is the easiest thing 
in the world to vary the net income of 
a farm $400 by estimating house rent, 
value of family labor, and farm-grown 
supplies on a different basis—and $400 
capitalized at 4%, which is a reason- 
able rate, equals $10,000! 

The second difficulty is that net 
incomes depend so much upon the man- 
agement of the farm. Two farmers 
operating similar tracts side by side 
may easily differ $1,000 in net income. 
One may plant more corn than the 
other, feed more steers or milk more 
cows; or he may have higher yields 
from all his crops, or average a hundred 
pounds more butterfat per cow. In- 
comes also may vary greatly from year 
to year. The method sometimes sug- 
gested of estimating an income such as 
would be made by an average farmer in 
an average year has something more to 
recommend it, but still leaves altogether 
too much to conjecture. One must not 
forget that a difference of only $40 in 
an estimate of net income, assuming a 
4% rate of capitalization, equals a 
$1,000 difference in the appraisal. _ 

The third and most important diffi- 
culty is that land values are not based 
on this year’s incomes but instead upon 
anticipated incomes. The present 
valuation of land depends upon whether 
future incomes are anticipated to be 
higher or lower than present incomes. 
Only if all the future incomes of land 
are anticipated to be the same as the 
present incomes, can its values be deter- 
mined by the simple process of dividing 
present income by the prevailing rate 
of return upon similar investments. 
There is no special merit in a valuation 
based upon such an anticipation. It is 
silly to say that such a valuation repre- 


sents “true” value, or that it reflects 
true “earning power.” It is much more 
reasonable, most of the time, and in 
most areas, to anticipate that future 
income and earning power will be 
higher than present incomes and earn. 
ing power; and if so, present values will 
reflect this. The familiar formula 
showing this is as follows: 


_@ 4 $5.00 , $0.10 
— 


= $100+$40) 


The V=value of land; the a— 
amount net income; the r—prevailing 
rate of return upon similar investments; 
and the i—anticipated increase in an- 
nual net incomes. 

If the annual net incomes were to 
rise to $6 within a few years, and 
farmers should anticipate a still further 
increase, then the land might rise in 
value to $200 per acre: 


_ $6.00 $0.20 _ 
.05 +0025 $120-+$80 


Some have called the $80 part of the 
$200 “speculative,” and assumed that 
the $120 is based upon “true earning 
power.” One is just as speculative as 
the other. Nobody knows what a will 
be any more than i. Both are true val- 
uations. All valuations are based upon 
what people think or anticipate. They 
cannot be otherwise. 

Land which is yielding an annual net 
income of $5 and selling for $140, is 
capitalized only at 3.59%. Land which 
is yielding an annual net income of $6 
and selling at $200 is capitalized at 
only 3%. Assuming that net cash rent 
represents annual net income from 
farms, C. R. Chambers found land in 
the United States capitalized all the 
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way from 2.1% in Adams County, 
North Dakota, to 15.2% in Perry 
County, Arkansas. The commonest 
rates are around 5% in the north At- 
lantic states; about 4% in the north 
central states; around 8% in the south- 
ern states; and in the western states, 
around 5% in the non-irrigated areas.* 

If income was to be used as a basis 
of land appraisal, by all means the 
safest procedure would be to estimate 
what the net cash rent of the farm 
would be, on the basis of prevailing 
rents in the area, and divide this by the 
ratio of cash rents to land values that 
prevails in the area. Mr. Chambers’ 
study presents these ratios for 567 
counties of the United States, and the 
ratios for intervening counties could be 
estimated with fair accuracy. The ra- 
tios have changed considerably since the 
1920 census was taken. Some effort has 
been made by the Division of Land Eco- 
nomics to keep them up to date. Those 
interested should write Ernest Wieck- 
ing, of that Division. 

The foremost authority on land 
appraisal in Europe, Professor Fried- 
erich Aereboe, of the Berlin Agricul- 
tural College (Hochschule), who has 
written a book on the subject of valua- 
tion of agricultural property, has made 
the following statement on the subject: 
“The so-called valuation according to 
revenue is impracticable, unscientific, 
and indefensible.’* 


Future Land Values 


Agencies loaning money on land are 
no doubt in more real danger from 
shifts in the whole level of land values 
in a region than from mistakes in ap- 
praising individual farms. One of the 

*C. R. Chambers, The Relation of Land Income 


to Land Value. United States Department of Agri- 
culture, Bulletin 1224, May, 1924, p. 6. 


IOWA FARM-LAND VALUE APPRAISALS 403 


Federal Land banks has already suf- 
fered serious losses from such a cause. 
President Thompson of the Springfield 
Federal Land Bank once remarked: “I 
am not worrying about getting a proper 
appraisal of any one farm in New En- 
gland. What I want to know is whether 
the present level of values in New 
England is justified, or whether some 
higher level or lower level is justified.” 
The common method of meeting this 
dificulty is to keep a wide margin 
between appraisal value and loan. Some 
of the Federal Land banks met this 
issue when land values started booming 
in 1918 by placing a maximum on the 
amount loaned per acre—a prudent but 
still somewhat cowardly procedure. 

It is unlikely that land values will be 
predicted with much certainty. There 
are too many unmeasurable factors in- 
volved whose influence exerts different 
effects on land values at different times. 
Land prices express the equilibrium of 
demand for the products from land and 
the supply of resources available for the 
production of those products, and in 
addition people’s opinions as to the 
future increase or decrease in land in- 
come. The last is probably the most 
easily predicted of the three. The first 
two involve world-wide considerations 
of a sort beyond the scope of any rea- 
sonably accurate method of analysis. 
The analysis of demand for land prod- 
ucts must include the proper considera- 
tion of standards of living in various 
countries, rate of growth of population, 
shifting of population, growth and de- 
cay of industrial centers, shifting of 
demand through substitution, and other 
similar questions. The analysis of sup- 
ply of land resources must take into 
account the potential productive land of 

“Friederich Aereboe, “The Value of Land Prop- 


erty,” Bulletin International Institute of Agricul- 
ture, Nos. 10-12, October-December, 1912, p. 2343. 
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the world, rate of utilization of this 
land, development of transportation 
lines which bring new areas into produc- 
tion, improvements in production meth- 
ods, and other factors of like character. 
Another factor which affects the price 
of land is the control of credit and the 
monetary policy of the country. All 
these are factors which form the under- 
lying basis of land values. In addition 
to these broad underlying factors are 
the multitudinous local factors affecting 
the trend of land values within small 
areas. 

But despite the apparent impossibil- 
ity of predicting land values with a high 
degree of accuracy, there are certain 
types of studies which help to deter- 
mine the immediate trend. C. R. 
Chambers found that land values at a 
particular time reflect the degree of 
profitableness of farming during the 
years immediately preceding. Farmers 
tend to base their expectations upon the 
limited experience of a few years and 
capitalize these expectations into land 
values. If increases in income have 
been rapid, farmers project this increase 
into the future, thus forming the factor 
i in the land valuation formula. The 
period which forms the basis of these 
anticipations seems to be the preceding 
7 to 10 years. Farmers base their val- 
uations upon a limited experience and 
for this reason land values at any par- 
tiular time may be considerably out of 
line, due to the very recent income his- 
tory. At the beginning of this century 
farmers had been experiencing a period 
of low prices and meagre profits. In- 
creases in income had been small. 
Farmers did not anticipate any great 
further increases in income. Conse- 


quently the ratio of cash rent to land 
value was high because the factor i 
exerted only a small influence upon 
values. The beginning of the century, 


however, ushered in a period during 
which land income increased constantly 
and rapidly. These increases were rec. 
ognized and formed the basis for antici- 
pations of even larger income. Factor 
i became of increasing importance as a 
constituent of land values, and the ratio 
of cash rent to land value declined. The 
land values of the post-war boom were 
constituted to a large extent of the cap- 
italized i, which became of more 
importance due to the projection into 
the future of the unusual profits of the 
war years. Farmers at the height of 
the boom forgot that their increases in 
income were consequences of the abnor- 
mal war-time conditions and began 
capitalizing them as they had been 
accustomed to do in the past. Mr. 
Chambers’ study shows the extent to 
which i enters into.land values at any 
particular time and also the direction 
and tendency of the trend of i. 

Studies of these types assist loaning 
agencies to determine what percentage 
of appraised value it is safe to loan. 
Areas having a large proportion of land 
value based upon anticipated increase 
of income cannot support as large loans 
as can a territory having a larger ratio 
of cash income to land value. 

Other trends may be studied with the 
object of determining if the anticipated 
increases in income are justified and 
whether they will be likely to be real- 
ized eventually in actual increases in 
income. Such phenomena as the growth 
and shifting of population, growth of 
industrial centers, trend of demand for 
farm products, trends in yields, all 
serve to indicate the likelihood of the 
continuance of the income and antici- 
pated increase in income. 


Future Incomes 


Although it is unwise to attempt to 


i 
| 
in 
; 
| 
H 
i 


IOWA FARM-LAND VALUE APPRAISALS 405 


appraise a farm on the basis of its net 
income, nevertheless it is well to know 
what income can reasonably be ex- 
pected from which interest and princi- 
pal may be paid. Mr. Chambers’ 
analysis shows the extent to which land 
values are composed of capitalized an- 
nual income and of capitalized antici- 
pated increases in income. His results 
may also be interpreted as showing 
what proportion of the land value in 
an area is yielding no present income. 
Mr. Chambers found that the percent- 
age of value composed of capitalized i 
varied in the areas studied from 42% 
to 62%. Certain areas had a still 
smaller percentage, but Mr. Chambers 
believes that these are too low for vari- 
ous reasons. It is obvious that an area 
having land values made up of 62% of 
capitalized anticipated increase in in- 
come receives a relatively smaller 
present income than does one having 
only 42%. Consequently a larger per- 
centage of appraised value could be 
loaned in the latter case than in the 
former. The area having the 62% 
capitalized i had a value of $128 per 
acre, but the annual income was only 
$2.82 per acre. If 50% of the value 
were loaned at 5% interest, the interest 
charge would be $3.20 per acre. If it 
is assumed that net cash rents are a 
satisfactory measure of income from 
land, only 44% of the land value could 
be loaned with assurance that the inter- 
est payments would be covered by the 
current land income. In the case of the 
area having 42% of its value composed 
of capitalized i, 67% of the appraised 
value could be loaned before interest 
charges equaled the present annual in- 
come. In other words, a 67% loan in 
some areas is of equal safety with a 
44% loan in other areas, due solely to 
the difference in composition of land 
values in the two areas. This may ex- 


plain why one mortgage company loan- 
ing 50% of the value of the land in one 
area failed, while another loaning the 
same percentage of value in a different 
area passed through the recent depres- 
sion safely. All mortgage lenders 
should know the proportion of value 
due to a and to i in their territories in 
order to adopt a safe and just policy. 

It is also worth while to estimate the 
net income for farms, assuming average 
production conditions and average 
farmers. While such data are not ser- 
viceable in determining appraised valu- 
ations, they are useful for estimating 
the amount of interest and principal 
payments which may reasonably be 
expected to be covered by net earnings. 
Probably a safety factor needs to be in- 
cluded to provide for the possible lower 
net income resulting from inefficient 
management in case of changes of own- 
ership. Loaning companies should rec- 
ognize that the income figures estimated 
in this fashion are not comparable with 
the net income of land as determined by 
investigations of the type made by Mr. 
Chambers. The latter include only land 
income, while the estimated incomes in- 
clude land income and management 
income, as well as allowances for fam- 
ily labor, and the like. 


The Moral Hazard 


The determination of the moral risk 
of an applicant for a farm loan is not 
an appraisal item. The moral hazard 
does determine whether the loan is a 
desirable loan, but it has only a minor 
influence upon the value of the land 
offered as security. Land must also 
carry a value distinct from that attach- 
ing to the moral risk of the owner, for 
there is no certainty or even likelihood 
that the present owner will keep posses- 
sion of the property for any consider- 
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able period. A farm may change hands 
half a dozen times during the term of 
one of the long-time mortgage loans. 
Its owners may alternate between men 
of good and poor moral risk; yet the 
value of the land will fluctuate little 
with each change of ownership. Moral 
risk, therefore, may be dismissed as a 
factor entering into land value. It must 
be taken account of, however, in loaning 
money, and the size of the loan allowed 
must be adjusted to the possibility of 
the farm passing to a poor moral risk. 


Importance of Better Appraisal 
Methods 


For the most part, loan agencies are 
content with present appraisal methods. 
From their points of view, current prac- 
tices, at least until recently, have seemed 
quite satisfactory. During the post- 
war depression, however, some loan 
companies incurred heavy losses which 


should have been obviated with a better 
analysis of the structure of land values 
in the area and of probable or possible 
future land values. In the areas where 
few losses have been experienced, the 
loan companies have kept loans very 
low. Such a practice is tacit admission 
of undependable appraisements. Safety 
is gained at the expense of the borrow- 
ing farm owners. During the depres- 
sion, farmers were not given the credit 
to which they were entitled on the basis 
of their security because lenders did not 


have appraisal systems which deter- - 


mined values permitting both safe and 
fair loans. Under such circumstances 
lenders naturally sacrificed fairness to 
increased safety for themselves. Such 
practices caused individual states to set 
up loaaing agencies and to pledge the 
state credit to protect the purchasers of 
the farm-loan securities. This form of 
philanthropy is unwise, but in the face 
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of the breakdown of the ordinary ap. 
praisement methods and _ consequent 
restriction of credit, it seemed the best 
thing to do. Of course, there are some 
“farms” in almost every district which 
are unable to support loans. No sys- 
tem of credit machinery or appraisal 
methods could do anything in these 
cases. But many farms on which loans 
were refused were of sufficient value to 
warrant the granting of loans, had 
appraisal procedure been of sufficient 
reliabilty to furnish correct valuations. 
Present loaning agencies, in order to 
give proper service, must arrange to 
make more loans and in many cases 
must loan a larger percentage of ap- 
praised value; but they must know what 
they are doing when they do it. This 
can be accomplished only by the devel- 
opment of more scientific methods of 
farm-land appraisal, and must not be 
attempted until such a system is avail- 
able for use. 

The needs for accurate appraisal ex- 
tend to other fields than farm-mortgage 
lending. One of the most important 
other needs is the appraisement of our 
farm lands for taxation. The eco- 
nomic utilization of land depends upon 
an understanding of its value. The 
United States is approaching a point 
where its land resources must be used 
to the highest economic advantage. 
Land values determine what are their 
best uses. Their correct determination, 
therefore, as a guide for land use is 
one of the important functions of a 
scientific appraisal system. Such values 
also would furnish a guide to buyers 
and sellers of land and would prevent 
to a considerable degree the tendency 
for land values to get out of line with 
other values. Speculative land values 
would thus be greatly reduced. 

Land valuation in its various rami- 
fications assumes the role of a question 
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of public interest. The development of 
a comprehensive appraisal system is the 
function of a public agency which could 
make the results available to all who 
desired them. The cost of assembling 
and analyzing the necessary data would 
be too great for a private agency. 
Either the Federal Farm Loan Bureau 
or the Department of Agriculture is in 
a position to make the necessary prelim- 
inary surveys, to divide the country into 
homogeneous areas, and to develop the 
essential land valuation formulas for 
small areas within the larger districts. 
After the data were once properly 
analyzed, it would be within the means, 
both in respect to cost and to personnel, 
of even the smaller companies to apply 
the methods developed by the public 
agencies. The task of the appraisers 


would consist of obtaining measurable 
data relating to individual farms. Per- 
sonal opinion would give way to objec- 
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tive, precise measurements which form 
the only sound basis of appraising. 

In conclusion, let it be made clear 
that farm-land appraisal is a valuation 
problem and as such should exclude 
factors which do not enter into the 
value of the land. Furthermore, an 
appraisement of land is essentially a 
forecast and analysis of price. This 
fact apparently is not fully appreciated 
by the mortgage companies making 
appraisals. The solution of the prob- 
lem calls for a refined statistical analy- 
sis in which all points involving opinion 
or estimation should be eliminated as 
completely as possible That it is pos- 
sible for land valuation to be treated 
in this way is demonstrated by the 
studies cited above. Further progress 
now calls for an extension of the meth- 
ods outlined, and the substitution of the 
measuring rod for the “experienced 
guess.” 
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REPRODUCTION COST AND DESIRABLE 
PUBLIC UTILITY REGULATION 


By JOHN BAUER 


N the January and April numbers of 
the JOURNAL, Judge William L. 
Ransom supported reproduction 
cost of the properties as the right basis 
of valuation for public utility rate-mak- 
ing, and attempted to show that the 
actual cost basis is not only contrary to 
fundamental law, but is undesirable on 
economic grounds. 

The issue between reproduction cost 
and actual cost, in relation to “fair 
value” on which a “fair” return must 
be allowed, is of grave public impor- 
tance. It leads to the question whether 
rate regulation is to be a success or 
failure, and whether regulation should 
be continued or abandoned. It has 
been under almost constant discussion 
during the last 10 years, and has been 
the chief object of contention in a vast 
amount of litigation. And, in spite of 
the almost endless discussion and liti- 
gation, there is no legal-economic sub- 
ject which is more confused and in need 
of scientific clarification. 

We have struggled with active rate 
regulation for about 25 years, and what 
are the results? The costs have been 
enormous, and desirable rate adjust- 
ments with changing conditions have 
been unreasonably delayed or defeated. 
This has been due to the undefined and 
redeterminable “fair” or “present” 
value of the properties on which a 
“fair”? return must be allowed. There 
has been no clear definition or exact 
yardstick of “fair.” Consequently, at 
every attempted change in rates, up- 
ward or downward, there has been 
sharp conflict of interest between the 


public and the companies; hence the 
drawn-out and cumbersome procedure, 
the huge costs, and the unsettled deci- 
sions which have to be redetermined at 
the next occasion for rate revision. . 

For our present discussion there are 
two questions: (1) Does the law make 
reproduction cost the equivalent of 
“fair value” on which a “fair” return 
must be allowed? and (2) Should the 
law be changed so as to base rates 
definitely upon the cost of the prop- 
erties? 

The first is a question of law, and 
is -answered affirmatively by Judge 
Ransom, while the second is a problem 
of economic policy and is answered 
negatively. But there is ample ground 
for disagreement with him on both 
questions. 


I. What Is the Law? 


Judge Ransom approaches the law 
governing the valuation for public util- 
ity rate-making from the standpoint of 
ordinary condemnation of private prop- 


erty for public purposes. His first 
article was thus entitled ‘The Valua- 
tion of Private Property for Public 
Uses.” Ordinarily, he says, there is an 
actual physical taking that is direct and 
complete, and the municipality or public 
body pays outright the price fixed by 
agreement or condemnation proceed- 
ings. But as to public utilities, he 
regards the “taking” as indirect and 
intangible; nevertheless, the property 
is, through such regulation, ‘effectually 
taken for public uses.” As the result 


i 
of 
wi 
sti 
us 
re 
of 
pt 
vi 
pi 
co 
th 
is 
o1 
1 
fa 
be 
cc 
cc 
at 
al 
m 
| ve 
e 
a 
i 
in 
| ‘is 
e 
re 
st 
fi 
tl 
T 
a 
f 
ti 
te 
i 


REPRODUCTION COST AND UTILITY REGULATION 


of the war, “private property in a 
widening number of industries has been 
stamped as affected with a public inter- 
est and has been conscripted for public 
uses.” 

Judge Ransom thus presents rate 
regulation merely as a particular aspect 
of private property taken for public 
purposes, and so applies the law of 
value that controls the direct taking of 
private property to valuation for rate- 
making. He would place valuation in 
condemnation cases and rate-making on 
the same basis. Let us ask whether this 
is the plain law, as judicially decided, 
or is it mere argument or assumption? 

As to ordinary condemnation the 
fair market value of the property must 
be established, and the basis is the 
‘commercial value as determined by 
competition or other business consider- 
ations. This is economic value as such, 
and Ransom states that this “value 
must be paid if private property is 
physically taken, and a return must be 
paid upon the value of property de- 
voted to public uses but remaining under 
private ownership.” He further 
explains that “such value must be 
ascertained as of the time of the ‘tak- 
ing’ of the property,” and that if there 
‘is no ascertainable market value “other 
evidence is resorted to,” and cost of 
reproduction at the date of valuation 
“has come to be recognized as the 
starting point and most influential 
factor.” 

So far as condemnation is concerned, 
where the taking is physical and actual, 
there is no disagreement. The present 
value must be determined and paid. 


This depends upon market conditions, 


and in the absence of a market price a 
fair equivalent must be reached. In 
fixing such an equivalent, the reproduc- 
tion cost of the property is more likely 
to represent the present value than 
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actual cost. .But the chief element, 
directly or indirectly, is earning power, 
which is not mentioned by Judge Ran- 
som, and which attaches itself to 
physical property through the most 
important available use. But this is 
condemnation. What legal grounds are 
there for holding that the law for 
condemnation applies to valuation for 
utility rate-making? 

The fundamental difference between 
condemnation and valuation for rate- 
making appears in the very nature of 
the property affected. Condemnation, 
for the most part, has to do really with 
private property, which, prior to the 
taking, could be devoted to any avail- 
able use by the owner, who could sell 
it for the maximum price obtainable, or 
charge for the services or commodities 
produced whatever he was able to exact 
under free market conditions. This is 
the status of the ordinary property 
taken by condemnation. It is really 
private; it had not been subject to rate 
regulation, and its value is not affected 
by restrictions on earning power. The 
owner, therefore, is compensated on the 
basis of the full uncontrolled value that 
he sacrificed for public purposes. 


Regulation Is Not Condemnation 


On the part of public utilities, how- 
ever, we are dealing with no such 
strictly private properties. Their basic 
distinction from ordinary business or 
strictly private property is that they are 
vested with a special public interest.’ 
They are in their very nature quasi- 
public, and it is this fact which is the 
basis of rate regulation rather than any 
“taking” for public uses. When the 
properties were devoted to the particu- 
lar service, such as transport, the supply 


1 Munn v. Illinois, 94 U. S. 113 (1876). 
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of electricity and gas, by that fact they 
acquired a semipublic character upon 
which the entire policy and practice of 
_ rate regulation are based. From the 
legal standpoint, therefore, we have to 
do not so much with the taking of 
private property, but rather with the 
maintenance of public rights and 
interests with which the property was 
clothed when it was dedicated to the 
particular public use.? 

This distinction seems to have per- 
plexed Judge Ransom, as is shown by 
the contradictory explanations which 
he makes of the act of regulation. Thus, 
in his introductory remarks he clearly 
considers rate regulation itself as the 
taking (pages 2 and 3). But later, 
when he was confronted with a more 
direct legal comparison he shifts his 
point of view and states that “public 
utility property is ‘taken,’ if and when 
its owners are denied the right to 
charge rates yielding a fair return upon 
its value at the time of its use in the 
public service.” 

Observe the distinction: first, the 
mere act of regulation constitutes 
“taking,” while, next, the “taking” 
consists of failure to furnish a sufficient 
return upon the properties devoted to 
the public service. But this goes to the 
heart of the fundamental difference 
between utilities and ordinary property, 
and establishes the invalidity of the 
view that value for condemnation is the 
same as valuation for rate-making. 
Ransom fails to explain that “taking” 
in the sense of denying an adequate 
return on the properties is confiscation 

?From a strictly legal point of view there may 
be some criticism of this interpretation, since any 
impairment of full private rights may be construed 
as a “taking” of private property. The Fourteenth 
Amendment does not protect private property from 
all taking; it merely protects those rights from 
being taken “without due process of law,” that is, 


without reasonable justification. But from the eco- 
nomic point of view, the fact is that as soon as 
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and is, therefore, prohibited under the 
Constitution. In other words, such 
“taking” is fundamentally illegal, and 
it is for the very purpose of preventing 
it that the “fair value” for rate-making 
must be ascertained, as a measure for 
the avoidance of such “taking.” 


Measure of Public and Private Rights 


For public utilities, the problem is to 
fix reasonable rates and not to confis- 
cate or condemn private property or 
any other tangible thing for public 
uses. The reason for fixing rates lies 
in the already existing public interest 
in the properties and their operations; 
and this interest has been repeatedly 
recognized by the Supreme Court since 
1876. The effect of rate-making, 
therefore, is not the condemnation of 
anything, but the conservation of exist- 
ing public rights. If the rates are valid, 
there is no condemnation or destruction 
of private property. It is only when 
rates are unreasonable that the taking 
of private rights is confiscation. But 
this is the very thing that is illegal and 
cannot be done under the Constitution. 
Thus, the investment, or the “fair 
value,” or the legal basis of earnings of 
the property, cannot be “taken.” The 
idea of condemnation simply does not 
apply to what is involved in public rate- 
fixing or in the constitutional inquiry 
into the legality of given rates, for if 
private rights are entirely or unreason- 
ably destroyed, the rates by that fact 
are illegal. The whole question, there- 
fore, is how to measure the impairment 
private property is devoted to a use in which the 
public has a vital interest, that property is shorn 
of some of its rights. Thus, in the case of utilities 
private rights are limited, that is, “taken,” the 
moment the investment is made, and public rights 
are likewise immediately created. But “taking” in 
that sense is altogether different from ordinary 


condemnation and from confiscation in rate-making 
which are the present concern. 
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of private rights, or, more accurately, 
at what point rates that are fixed by 
public authority go beyond the legiti- 
mate public interest and encroach upon 
private rights; to define and fix the 
dividing line between the two reciprocal 
interests. 


“Fair Value” for Rate-Making 


It is true that the Supreme Court 
has said repeatedly that a “fair return” 
must be allowed on the “fair value” or 
the “present value” of a public utility 
property. But it has never said that 
such “fair” or “present” value must be 
determined on the same basis as value 
for condemnation. It has never decided 
or stated that for utility rate-making 
the cost of reproduction at the date of 
valuation is “the starting point and 
most influential factor” to which “dom- 
inant weight” must be given. It is 
certainly not even implied in Smyth v. 
Ames, notwithstanding the arguments 
of the late William J. Bryan in that 
case, that a public service property is 
“entitled to earn a return upon its 
present value and not upon its original 
cost, and that present value was 
measured by present reproduction cost.” 
By not following Mr. Bryan, the court 
refused to adopt reproduction cost. The 
actual statement in Smyth v. Ames is 
that in determining the “value,” con- 
sideration should be given to :* 

. . . . the original cost of construction, 
the amount expended in permanent improve- 
ments, the amount and market value of its 
bonds and stock, the present as compared with 
the original cost of construction, the probable 
earning capacity of the company under par- 
ticular rates prescribed by statute, and the 
sum to pay operating expenses... . and are 
to be given such weight as may be just and 
right in each case. We do not say that there 
may not be other matters to be regarded in 


*169 U. S., 466, 544. 
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estimating the value of the property. What 
the company is entitled to ask is a fair return 
on the value of that which it employs for the 
public convenience. On the other hand, what 
the public is entitled to demand is that no 
more be exacted from it for the use of a pub- 
lic highway than the services rendered by it 
are reasonably worth. 

This statement has been repeated 
and referred to almost innumerable 
times and, with some later amplifica- 
tions as to depreciation, overheads, 
going value, past profits and losses, it 
is the law today. But it does not even 
mention reproduction cost. “The 
present as compared with the original 
cost of construction,” may mean merely 
the total cost as of the date of inquiry, 
including “the amount expended in 
permanent improvements,” in addition 
to the cost of the property originally 
constructed. If, however, “present” 
cost is taken to mean “reproduction” 
cost, it is presented simply as one of the 
considerations, and among the others 
actual cost is implied at least three 
times in the statement. 


Reproduction Cost as an Element 


While the Court has repeatedly 
referred to reproduction cost or has 
used language which probably implied 
reproduction cost, it has never pre- 
sented it as more than an element to be 
considered; it has never fixed the weight 
to be given, nor indeed has ever stated 
that any particular minimum weight 
must be allowed, much less that repro- 
duction cost must be recognized as the 
“starting point,” the “most influential 
factor,” and given the “dominant 


weight.” But, on the contrary, it has 


stated that a company is not entitled to 
a return on the reproduction cost. In 
the recent Atlanta gas case, the rates 
fixed by the Railroad Commission of 
Georgia were attacked by the company 
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as confiscatory, but sustained by the 
Supreme Court.‘ The Commission’s 
valuation had been based preponder- 
antly upon actual investment. The 
properties in existence on January 1, 
1914, were valued substantially at their 
actual cost or cost as of that date, 
while those installed subsequently were 
taken uniformly at their actual cost. 
There was a further allowance of 
$125,000 for appreciation in the value 
of land. The total valuation amounted 
to $5,250,000, compared with $9,- 
500,000 claimed by the company as 
reproduction cost. The commission’s 
findings, as well as the approval of the 
District Court which had reviewed the 
case, were sustained by the Supreme 
Court with the statement that 


The refusal of the commission and lower 

court to hold that, for rate-making purposes, 
the physical properties of a utility must be 
valued at replacement cost, less depreciation, 
was clearly correct. 
In this case, therefore, the Supreme 
Court definitely decided that as a mat- 
ter of law “fair value” is not dependent 
to any great extent upon reproduction 
cost. While some weight had been 
given to this factor, the starting point 
or the dominant weight was unmistak- 
ably the actual cost of the properties. 
Search of all the rate cases passed upon 
by the Supreme Court in all the rate- 
making history fails to disclose a single 
instance of rates which were not sus- 
tained if in fact they produced a return 
of 6% or 7% upon the actual invest- 
ment.® It is extremely doubtful, there- 
fore, whether the Court would find the 
rates confiscatory in any case, if in fact 
they bring a return of 6% or 7% on 
the investment. 


_ *Georgia Railway & Power Co. v. Railroad 
Commission of Georgia, 262 U. S. 625. 


*See the minority opinion by Justice Brandeis 
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The function of the Court is to 
determine whether rates are confisca- 
tory and not to make rates or prescribe 
the method and basis of rate-making, 
The decisions themselves indicate that 
the actual investment is probably the 
dominant consideration in the mind of 
the Court in passing upon the question 
of confiscation. This certainly appears 
true if we distinguish decisions from 
dicta, taking what the Court does and 
not simply what it says. In the South. 
western Bell case and in the Bluefield 
water case, the language laid stress 
upon reproduction cost, but actually the 
rates were inadequate when measured 
on the investment basis. And even 
with the rather strong reproduction 
cost language in the Southwestern Bell 
case, the relative weight given in the 
majority opinion to reproduction cost 
was only about 20% as against 80% 
for the actual investment. The writer 
finds nothing to sustain Judge Ransom’s 
view that reproduction cost is the 
controlling element in “fair value” for 
rate-making. 


Capitalized Earnings 


There is a further logical distinction 
between commercial value which con- 
trols for condemnation and “value for 
rate-making.” For large properties 
which must be appraised as a single unit, 
the determining element of value is 
earning power. Prospective net earn- 
ings capitalized constitute the value as 
such. This may be much greater or 
less than actual cost or reproduction 
cost, and has no relation to either 
except as competition may keep net 
earnings down to an ordinary rate of 


in the Southwestern Bell Case, 262 U. S. 276. 


“Bluefield Water Works & Improvement Co. v. 
Public Service Commission of the State of West 
Virginia, 262 U. S. 679. 
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return on investment. But, surely, the 
Court did not have in mind any such 
value, which would be dependent upon 
rates when the basis of determining the 
rates is to be sought. Yet, that is the 
basis of valuing private property con- 
demned for public uses. Any excessive 
earning power above the appraisal of 
physical structures may be attached 
either to a franchise or to the value of 
the property available for the particu- 
lar profitable use. 

The part of such total value in 
excess of the monetary investment is 
usually called “good-will.” It is due 
usually to advantage of location, 
monopoly position, or superior manage- 
ment, but it is value which directly or 
indirectly enters into condemnation. 
But the Supreme Court has stated flatly 
that “good-will” is not a constitutional 
factor in valuation for rate-making.’ 


New York Rent Laws 


In identifying value for condemna- 


tion and “value” for rate-making, 
Judge Ransom quotes non-utility cases 
to support the reproduction cost basis. 
Thus, he discusses the New York rent 
laws in the light of public utility valu- 
ation. As to the facts in regard to the 
enactment of these laws and their 
administration, as well as the court 
decisions, and the basis of fixing rents, 
there is no disagreement. But as a legal 
matter the New York rent cases have 
no bearing upon valuation for public 
utility rate-making. 

It is true that the rent laws provided 
for a species of rate-making, but they 
were enacted on the occasion of 
extraordinary conditions and have been 
viewed generally as temporary in char- 
acter. The owning and renting of 


"Wilcox v. Consolidated Gas Co., 212 U. S. 19. 
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houses has never been regarded, even 
by the rent laws, as constituting a 
public utility. The properties have not 
been vested with a public interest, in 
the same way as the investment of a 
gas, electric, or transit company. An 
extraordinary emergency developed for 
which special provisions were made in 
the light of the pressing necessities at 
the time. There is nothing in the 
experience to affect the fundamental 
law and the established course in refer- 
ence to general public utility regulation. 
But even if the rent laws were to be 
viewed as declaring the ownership and 
renting of houses a newly recognized 
public utility, the legal views laid down 
as to the basis of such rent-making 
could not be logically applied to Jong 
recognized public utilities. The con- 
trolling differences would be that with 
gas, electricity, transit, we have prop- 
erties which, ever since Munn v. 
Illinois, have been vested with a public 
interest and, therefore, limited in their 
rights to fix rates for consumers, while 
in the rent laws we have properties, 
which up to the time of the enactment 
of the statutes, were private property, 
not subject to direct price regulation. 
Consequently, at the time of declaring 
such properties public utilities, the 
rational basis of valuation for rent- 
fixing would be the unregulated value 
of the properties at that time; other- 
wise, grave destruction of existing 
values would have been perpetrated. 
Another important distinction is that, 
notwithstanding the emergency, the 
properties were owned in separate units. 
by large numbers of owners, and not by 


-a single company operating over the 


entire city or over a large section 
covered by franchise. If all the prop- 
erties in a described territory are 
combined under a single ownership or 
control, it is entirely feasible to merge 
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all the properties acquired at varying 
prices at different times in the same 
capital account, at actual cost whenever 
purchased, without administrative diffi- 
‘culties in fixing rates. But in the case 
of housing, the property owned by one 
person might have been recently 
reconstructed at high prices, while the 
property next door would be owned by 
another person and constructed at an 
earlier date at lower prices. Naturally, 
the rents, except for differences in the 
houses, would have to be the same, and 
the two different levels of rent-making 
could not be used side by side for 
different ownership. 

But this is the feature which 
distinguishes a public utility that is such 
in fact from another property which is 
not a public utility but may be brought 
under temporary regulation through 
special emergency. The controlling 
facts are that a public utility not only 
furnishes requisite public service, but 
has franchises, exercises special rights 
in streets and public places, and has a 
monopoly over the territory supplied. 
On the other hand, houses, notwith- 
standing the rent legislation, are owned 
in small units, have no franchises, and, 
except for emergencies, are subject to 
extreme competition. They are, by 
their very nature, not public utilities, 
and a declaration making them such 
-would be a legislative violation of fact 
like declaring by law that white is 
black. 


Need of Legislative Action 


It is true that the courts have never 
clearly defined “present value” for 
public utility rate-making, nor have they 
recognized reproduction cost as the 
controlling element. This lack of 
definiteness, however, is the chief diff- 
culty in rate-making. It has made 
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effective regulation impossible, and the 
time has come for adopting workable 
methods. We should look to the courts 
for a more definite measure and deter. 
mination of confiscation, but so far as 
constructive rate-making as a whole is 
concerned, that belongs to the realm of 
legislation. It is high time that a 
survey be made by the various states 
into the cross-purposes and deadlock of 
regulation, and out of the welter of 
present confusion adopt clear-cut poli- 
cies which can be administered so as to 
conserve definitely both the rights of 
the public and the investors. This, 
however, involves economic views and | 
questions of fact as to what is most 
desirable, and takes us to the second 
part of our discussion. 


II. What Is Good Policy? 


Assuming the general justification of 
rate regulation, the question of policy 
comes down to the particular basis and 
methods by which the most satisfactory 
results may be attained. While there 
may be differences of opinion, the 
standards adopted in this paper are (1) 
that regulation should be effective, 
readily administrable, and not too 
costly, providing for prompt revision of 
rates upward or downward according 
to changing conditions and cost of 
operation, and avoiding conflict be- 
tween public and private interest, and 
(2) that it should fully safeguard the 
investment, make needed capital avail- 
able, and provide for financial stability 
during shifting price levels and other 
varying conditions affecting the in 
dustry. 

Are these standards reasonable? If 
so, does the reproduction cost basis 
conform to them? These are public 
questions that call for dispassionate 
analysis based on economic facts. 
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Reproduction Cost Variable and 
Conjectural 


From the standpoint of effective 
regulation, the objection to reproduc- 
tion cost is that (a) it is a variable 
quantity, depending upon changing 
prices and conditions of construction or 
manufacture of equipment, and (bd). it 
cannot be ascertained from exact facts 
and records, but depends upon esti- 
mates and opinion. As prices go 
upward or downward, either as to labor 
or materials, or as the technological 


- processes of construction or manufac- 


ture of equipment change, the amount 
of the reproduction cost is immediately 
affected. But these are all unweighted 
factors, which are not accurately 
recorded, constantly vary, and hence 
cannot be determined without wide 
differences of opinion as to their quan- 
titative significance. | Consequently, 
every attempt to readjust the sum is 
accompanied by extended litigation, 
cumbersome proceedings, bulky records, 
and tremendous expense. 

Since reproduction cost does not rest 
upon certain, definite facts, the respec- 
tive rights of the investors and the 
public are never clear. This accounts 
for the sharp conflict of interest at 
every attempted rate adjustment and 
the frequency of readjustments. The 
companies naturally claim the maximum 
valuation that can be packed into repro- 
duction cost, while the public will strive 
equally energetically to obtain the 
minimum sum. These are inevitable 
human tendencies, when in important 
financial matters the respective rights 


of two parties are not precisely defined - 


and exactly maintained through accu- 
rate records. 

Judge Ransom minimizes the neces- 
ity of repeated valuations under repro- 
duction cost. But we have ample 


experience to show what would happen. 
The procedure under outright repro- 
duction cost would not be more 
favorable than under the existing “fair 
value.” In practically every important 
attempt to adjust rates under present 
conditions, there is drawn-out litigation, 
involving repeated valuations and con- 
flict of interest. Almost an infinity of 
cases could be cited for illustration. 
During a period when reductions in 
rates are justified, there is inevitable 
company obstruction, with long-delayed 
and often inadequate decreases. Like- 
wise, during periods when increases 
should be granted, there is correspond- 
ing strenuous opposition by the public, 
so that often companies get into serious 
financial difficulties before relief can be 
obtained. This procedure is not only 
extremely costly and wasteful, but is 
destructive of the real interests of the 
investors and the public. 


Did It Work During Falling Prices? 


Judge Ransom asserts that the 
present methods of regulation worked 
fairly satisfactorily prior to the war, 
when for the most part the problem 
before the commissions was to obtain 
reduction in rates; that the decreases 
were readily established and that the 
procedure in the main worked well. 
But, he says, when the sharply rising 
costs appeared during and after the 
war, public opposition to the necessary 
increases in rates was so intense that 
it forced the processes of valuation and 
was responsible for the difficulties thus 
encountered in recent years. He inti- 
mates that “fair value” or reproduction 
cost could be administered without 
grave difficulties if only the public 
authorities were fair in their attitude 
toward the companies. 

He is, of course, correct as to the 
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sharp public opposition to increases in 
rates during the war, and grave finan- 
cial injury was done in many cases; 
rates were not increased when they 
should have been either in the interest 
of good service or the financial stabil- 
ity of the companies. But I believe he 
is mistaken in his assertion that the 
“fair value” basis worked in any way 
satisfactorily before the war, when the 
problem was one of rate reduction. 

As a glaring instance of unjustified 
public opposition he refers to the case 
of an electric company against which 
the local administration of New York 
City started a petition for rate reduc- 
tion three years ago. He asserts that 
there was no justification for trying to 
obtain a decrease and that the entire 
procedure was unjustified. As to this 
claim there is ample justification for a 
challenge. I happen personally to be 
well acquainted with the facts and my 
belief is that there was reason for 
seeking a reduction or at least an in- 
vestigation of rates. There had been 
decreases in prices of materials, and 
particularly important improvements 
had taken place in the industry, which 
together with the great increases in the 
volume of business had apparently 
resulted in lower unit costs of elec- 
tricity. On these grounds a decrease in 
rates seemed to be warranted. Yet 
Judge Ransom states that the company 
has expended over $3,000,000 in the 
preparation of its side of the case. 
While three years have elapsed, little 
as yet could be done on the public side, 
largely because of the company’s re- 
fusal to permit the city’s representa- 
tives access to the properties or the 
records. 

No one knows when the case will be 
ended and what the total cost will be. 
But with an effective basis of regu- 
lation, the commission should be con- 
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stantly in a position to determine 
forthwith whether rates are excessive 
or inadequate. It has been in existence 
nearly 20 years, and has had constant 
contact with the company. Moreover, 
prior to the war, it had conducted a 
lengthy rate investigation of the com. ' 
pany, which then opposed any reduction 
as strenuously as now and protracted 
as long as possible a decision. Not. 
withstanding this pre-war inquiry, and 
the interim contact and accounting 
control, the commission faces the huge 
and almost unmanageable job of 
revaluation. It will be overwhelmed 
with very divergent estimates, pre- 
sented by the two sides, and, at least in 
conducting the case, can draw little 
assistance from the earlier appraisals 
and the actual accounting records. If, 
therefore, the one side has already 
taken three years and $3,000,000 to 
prepare its case, what more conclusive 
proof is needed to demonstrate the 
utter futility of present methods or of | 
regulation based upon reproduction 
cost ? 
Conflict Inevitable 


The experience with this particular 
company presents the normal situation. 
When an effort is made by public 
authorities to obtain a reduction in 
rates, the company affected offers every 
possible resistance and at least protracts 
the hearings and obtains a maximum 
postponement of reduction. This was 
the common experience before as well 
as since the war. Almost innumerable 
cases may be cited. These facts are not 
presented in condemnation of the 
companies, but merely as explanations 
of conditions when rate decreases are 
sought. Nor do I believe that any- 
thing but opposition by public authori- 
ties is possible under existing methods, 
or under reproduction cost, when rate 
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increases are proposed. Conflict, there- 
fore, is inevitable when the respective 
rights of the investors and the public 
are not clearly defined and exactly 
maintained through undisputed records. 

If such controversies are inevitable 
human reactions to these uncertainties, 
the reasonable way out would seem to 
be to define precisely the respective 
rights of the public and investors. But 
Judge Ransom objects to any “strait- 
jacketing” of the companies or to a 
“mechanistic” form of regulation, and 
he points out that in other industries 
the government has not attempted to 
impose any such restrictive forms. In 
other business, however, the govern- 
ment does not attempt to exercise the 
function of rate-making as in public 
utilities. Moreover, in any business 
relation involving different parties in 
interest, the rights must be exactly de- 
fined in dollars and cents, established 
through trustworthy records, in order 
to make business workable. The bulk 
of litigation over contracts is due to the 
failure to define the rights of the par- 
ties and to keep reliable records. 

This is the situation also in the gov- 
ernment’s relation to business. ‘If 
there is a public right, it should be 
clearly defined and accurately pre- 
sented; then there would be no difficulty 
of administration or of failure to treat 
justly both parties at interest. But, if 
the rights are not clearly defined and 
accurately maintained, there is inevi- 
table dispute and litigation and break- 
down in control. 


Frequency of Revision 


Judge Ransom argues that under 
normal circumstances when rates have 
once been fixed, there is no reason why 
they should not continue for a period 
of five or even ten years, without read- 
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justment. In many cases, undoubtedly, 
he is right; certainly frequent rate 
changes are not desirable. But as soon 
as particular rates go into effect, condi- 
tions gradually change, and, as time goes 
on, the uncertainty as to the propriety 
of the rates becomes greater and 
greater. In most instances, the shift in 
prices, the changes in methods and con- 
ditions of operation, and the increase in 
volume of business will warrant a revi- 
sion at least every five years, even when 
there are no great economic revulsions 
as those produced by the war. But, 
whenever such readjustment is at- 
tempted, and the reproduction cost 
standard used, a definite yardstick with 
which to measure the changes is 
lacking. 

The problem of periodic rate revi- 
sion has become particularly intensified 
as the result of a recent decision in 
which the Supreme Court has now gone 
so far as to prevent the use of the 
“depreciation reserve” as a medium for 
equalizing depreciation charges from 
year to year. It had been assumed that 
since depreciation charges must neces- 
sarily be based on estimates, any exces- 
sive reserve accumulated during a 
period of years might be drawn upon 


later when the commission found as a 


fact that the accumulation had been 
excessive. But the Court now rules 
that rates must be based upon full 
current costs, and no part of such costs 
may be taken out of earlier accumula- 
tions although provided, in part, for 
that purpose. This decision takes away 
from the commissions, under the pres- 
ent system, all flexibility in providing 


_ for reasonable rates for any consider- 


able period of time. It becomes prac- 
tically necessary to fix rates on an 
annual basis. Any excess paid by 
the public during one period, whether 
in the form of surplus or even operat- 
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ing reserves, cannot as a legal right be 
drawn upon later; nor can any defi- 
ciency in return be made good through 
subsequent rates. The regulatory bod- 
ies, therefore, if they are to perform 
their duties completely, have the 
extremely interesting, if somewhat baf- 
fling task, of basing rates upon the full 
current costs, which, however, cannot 
be determined until after the close of 
the period in question, and also of 
allowing a return upon the “‘fair value” 
which requires an indefinite period for 
determination and is already invalid 
when the determination is completed. 


Definiteness of Actual Cost 


All these difficulties, delays, and 
uncertainties in rate-making can be 
avoided, if valuation is based defi- 
nitely upon the cost of the properties, 
and if direct provision is made for 
equalization of return from year to 
year. When a unit of property is 
installed, or when an extension or 
improvement in plant is made, the fact 
is a definite physical thing and the 
amount paid is an exact sum. This 
figure is entered into the accounts and 
becomes a permanent record, which 
under commission jurisdiction can be 
accepted without dispute. If all prop- 
erty costs are thus accurately recorded 
and if on the retirement of every unit 
of property its original cost is taken out 
of the accounts, and if, further, the 
properties are adequately maintained 
and complete depreciation reserves 
provided, the amount of the investment 
or rate base would be constantly shown 
by the accounts. Any competent 


accountant could inform the commis- 
sion immediately upon request what 
the amount of the investment in any 
company is, whether a fair return has 
been earned, and whether rates should 
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be increased or decreased. Provisions 
could be made for adequate accumula. 
tion of reserves, so that rates would not 
have to be changed for considerable 
periods of time. The rights of the 
investors would be accurately defined 
and exactly expressed by the accounts, 
Rate-making would be practically an 
automatic process. 

The actual cost of the properties, 
together with a proper provision of 
reserves accumulated through opera- 
tion, furnishes the only effective rate 
base by which rates may be readily 
adjusted as reasonably required, and at 


-the same time the interests of the pub. 


lic and the investors may be definitely 
conserved. It is, of course, true that if 
such a basis were now adopted by 
legislation without any adjustments, it 
would probably cause certain hardships 
and unfair results. In most instances 
it would be necessary, first of all, to 
make an appraisal of all existing prop- 
erties and rewrite the property accounts 
accordingly. In making such an initial 
valuation of existing properties, it 
would be necessary in the interest of 
fairness to recognize the change in the 
purchasing power of money so far as 
this actually affects any of the investors. 
It would be entirely feasible to deter- 
mine the proportion of the investment 
that had been supplied by the common 
stockholders, and to this amount make 
an adjustment for the relatively higher 
price level at the time of the valuation 
compared with the date of the actual 
stock issues. This would provide 
approximately the purchasing 
power for the return on the common- 
stock investment as was fairly expected 
at the time the securities were issued. 
So far as the bondholders and preferred 
stockholders are concerned, however, 
there is no reason for making any such 
adjustment in the portion of their 
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investment, since in any event they 
would obtain only the contractual rate 
of interest or limited dividends. If 
adjustments were made on their invest- 
ment, they would not get the benefit, 
and there is no reason, on the grounds 
of justice, for giving the stockholders 
an addition based on any investment 
other than their own. 

If the existing properties were ap- 
praised at actual cost, with reasonable 
provision for all necessary overheads, 
and with an adjustment for stockhold- 
ers’ investment as just described, all the 
security owners would be fairly treated 
and no possible claim could be made 
that there was confiscation. If these 
amounts were then taken into the 
accounts and all additional investments 
added, we should have a definite rate 
base for the future. Rate-making 
would be a simple and almost auto- 
matic procedure. It could be readily 
administered and the commissions 
would be free to use their energies for 
other and more constructive matters of 
regulation—establishing better stand- 
ards of service, and promoting eff- 
ciency of operation.® 


Financial Stability and Changing 
Prices 


The second general objection to 


*The problems of administration as well as 
financial stability are comprehensively discussed in 
the author’s Effective Regulation of Public Utili- 
ties, Macmillan Company, 1925. 


*This statement assumes that prompt adjustments 
would be made in rates with changing price levels. 
But, of course, long lags would take place, so 
that the economic consequences would be affected 
according to the particular circumstances. During 
rising prices the common stockholders would suf- 
fer, and during falling prices they would gain to 
the extent of delay in rate revision. But as 
changes are made, after the delay, the stockhold- 
ers would unduly benefit from price increases and 
suffer from decreases. In any event, however, the 
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reproduction cost is its failure to pro- 
vide for proper standards of financial 
stability in the industries affected by 
regulation. It would promote specula- 
tion during one period and produce 
financial disintegration during another. — 
It would, in turn, attract unnecessary 
capital and then retard the desirable 
flow.° 

The fact is usually overlooked that 
by far the greater proportion of the 
actual investment in public utility prop- 
erties has been made through bond and 
preferred stock. A reasonable esti- 
mate is that at least 75% of the cash 
capital was furnished by these securi- 
ties, and only 25% or less by common 
stock.” In many instances the propor- 
tion of common-stock investment is 
even less, and there are important 
cases where all the money put into the 
property is represented by limited 
return securities. 

Because of such normal financial 
structure, with the large percentage of 
fixed-return capital, any change in the 
return on the investment has a cumu- 
lative effect upon the common stock. If 
in any case 75% of the capital funds 
have been contributed by bonds and 
preferred stock and only 25% by com- 
mon stock, then during rising prices the 
reproduction-cost basis would result in 
a fourfold monetary increase in the 
financial results are bad whether viewed from the 


standpoint of prompt rate changes or the inevi- 
table lags in the adjustment. 


* Bauer, Effective Regulation of Public Utilities, 
pp. 122-129. See also Dorau, H. B., “Public Util- 
ity Financing, 1919-1925,” JOURNAL OF LAND & 
Pusiic Utitity Economics, Vol. I, p. 310. Over 
the six-year period 25% of the total volume of 
securities issued was stock, the annual percentages 
ranging from 7.8% in 1919 to 34.1% in 1924. 
However, comparing issues of stock for new capi- 
tal and all security issues for new capital, the 
percentage of value of stock issues to the total for 
the six years was 30%. Moreover, 46% of the 
value of all stock issues during the six years was 
preferred, and 54% common. 
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common-stock return. The adjustment 
provided on the bondholders’ and pre- 
ferred stockholders’ investment would 
go to the benefit of the common stock 
exclusively. If, therefore, we should 
have a 50% increase in prices, there 
would be a 200% increase in return on 
the capital stock investment, while the 
return on the bond and preferred stock 
would remain unchanged. Consequently 
there would be rapid increases in the 
common-stock values, with the result of 
great speculative activity, which would 
tend to overstimulate new and unneces- 
sary investments in public utility 
properties. 

During a period of falling prices, 
exactly the reverse course would take 
place. The entire investment would be 
reduced by the proportion of decrease 
in prices, and the total return would be 
reduced accordingly. But since the 
interest and preferred dividend obliga- 
tions would continue the same as 
before, the balance available for the 
common stock would be diminished by 
a fourfold rate compared with falling 
prices. Hence any substantial decrease 
in prices would seriously cut into the 
stock values and would soon affect the 
bonds. A 25% fall in prices below the 
actual investment level would wipe out 
completely any income upon the com- 
mon stock, and a further decrease in 
prices would bring about insolvency 
and a receivership for the company. 
Such a condition would not only dis- 
courage otherwise desirable utility 
extensions and retard the flow of other- 
wise desirable capital, but would make 
impossible the rendering of proper 
service by the existing properties and 
restrict the normal growth of business. 

The plain fact is that the reproduc- 
tion cost basis could not be maintained 
through a long period of falling prices, 
such as occurred during the 30 years 


after the Civil War. If now, at the 
relatively high price level, we were to 
proceed with a gradual decline for the 
next 30 years, amounting to a total of 
45%, practically every railroad and 
public utility company would go into the 
hands of receivers. There would be 
extreme chaos, and the particular basis 
of rate-making would have to be aban. 
doned. Reproduction cost simply would 
not stand against a long period of fall. 
ing prices. But, if it promotes specu. 
lation during one period and financial 
disintegration during another, it is 
manifestly unsuited for a permanent 
basis of rate regulation, even if it could 
be effectively administered without 
constant conflict between public and 
private interests. 

Except for the requirements of 
effective regulation and sound financial 
standards, I should agree with Judge 
Ransom that reproduction cost corre: 
sponds more nearly with the general 
economic transitions produced by chang- 
ing prices. It is true that generally in 
ordinary business it agrees more nearly 
with the “fair value” than actual cost. 
But, it seems to me, this is not the 
criterion in setting up a basis of rate 
regulation. If we wish to regulate 
rates we must take measures which will 
make regulation effective, and which 
under the controlling financial structure 
will provide for financial stability. 
These conditions are met by the actual 
cost basis, which would provide not only 
definiteness, preserving exactly the 
rights of investors and public, and 
making rate adjustments readily admin- 
istrable, but it would also prevent 
speculation during rising prices and 


financial collapse during falling prices, 


and at all times would assure an ade- 
quate flow of new capital for the 
normal growth of business. It is the 
only available basis that will work. 
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Can Financial Stability Be Assured? 


Judge Ransom argues that even if 
the actual cost basis were adopted at 
the present level of high prices, though 
he did not consider such an adjustment 
of stockholders’ investment as I have 
proposed, there would be no guaranty 
of that basis being maintained through 
a period of falling prices. As he con- 
ceives the situation, the companies 
would merely be prevented from get- 
ting an upward adjustment on their 
return during one period, while during 
the reverse they would be forced to 
accept a lower return on the lower level 
of prices. 

This, of course, is mere assumption. 
It is true that no one in urging con- 
structive economic legislation can guar- 
antee that any particular course will 
stand permanently as future policy. If, 
however, a thorough canvass of the 
present confusion were made, and 
definite policies for future rate-making 
were adopted, as here outlined, there is 
little reason for assuming that the 
public would repudiate its quasi-agree- 
ments at a later time when lower price 
levels are reached. If the statutory 
provisions are based squarely upon the 
financial facts, there would be no 
ground for public discontent and aban- 
donment of a course deliberately 
adopted. Discontent which results in 
the abandonment of a _ previously 
adopted policy is usually due to inher- 
ent difficulties or injustice which lead 
to abuses. A policy which rests upon 
sound public requirements is not likely 


“Judge Ransom. states that public representa- 
tives have not been willing to allow a return upon 
actual investment, if this was greater than the 
reproduction cost. I do not believe that he can 
cite a single such instance, provided that the 
investment had been prudently made. During the 
period of active regulation, since 1907, we have 
been dealing generally with rising prices, so that 
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to meet an insistent demand for 
reversal. The public at large is fairly 
considerate of the legitimate rights of 
the various classes. Public ruthlessness 
usually follows only upon group irre- 
sponsibility. 

Because of the inherent reasonable- 
ness of the proposal, it would unques- 
tionably have the permanent support of 
the public and would be beyond political 
attack. The existing properties would 
be definitely appraised, with fair con- 
sideration to stockholders’ investment, 
and with a reasonable adjustment of 
every conflict, and then a permanent 
sum would be placed in the accounts of 
the companies. Subsequently any addi- 
tional investment would be furnished 
under exact terms known to the in- 
vestors and subscribed to by the public. 
This very definiteness of a quasi con- 
tract would give reasonable assurance 
that the course adopted would be pur- 
sued even during a period of falling 
prices. 

Moreover, even if there should be a 
disposition to object against a fixed 
valuation during declining prices, the 
investors would be better protected 
than now because the terms at which 
they furnished capital would have been 
prescribed by statute. Consequently 
they would rely upon quasi contracts 
which, presumably, would be enforced 
by the courts. If political influences 


sought the abandonment of the actual 
cost basis, the investors would have 
judicial protection because they were 
induced to make the investments at 
terms stated by statute.” 


there have been few instances (I know of none), 
where the prudent investment exceeded the repro- 
duction cost. When, however, actual cost was 
objected to by public authorities, the amount was 
deemed excessive because of extravagant or im- 
prudent expenditures or because the book charges 
represented security issues or excessive values 
allowed for property instead of cash cost deter- 
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Adjustment of Return Small Element 
in Rates 


The force of falling prices, however, 
upon the valuation is easily exagger- 
ated. It would have no dominant 
influence upon the rate base and much 
less upon the actual rates fixed. Prices 
never drop so sharply or suddenly as is 
assumed by Judge Ransom. Except 
immediately following sharp increases 
during a crisis or war, declining prices 
are characterized by gradual decreases, 
which are hardly perceptible year by 
year. Prices may jump up sharply; and 
then they are likely to recede sharply. 
Except for such revulsions, which, in 
any event, cannot be practically re- 
flected in a rate base, falling prices are 
gradual and produce no sudden eco- 
nomic transformations. 

This fact contributes to the stability 
of the actual cost basis and adds assur- 
ance that the basis would be main- 
tained. If we were to experience a 
long course of declining prices as 
followed the Civil War, then gradual 
improvements, additions, extensions, and 
renewals would be made to the proper- 
ties at prices prevailing as construction 
takes place. Hence there would be a 
steady adjustment in the total capital 
charges to the lower price level. At the 
close of the period the capital account 
would reflect, not costs at a remote high 
level, but average costs, including a 
large proportion for the immediately 
preceding years of relatively low prices. 
At no point, therefore, would there be 
any critical occasion for public objection 
against the actual cost basis. 

As we look into the future, however, 


(Footnote 11 continued from page 421) 

mined by market conditions. This was the chief 
objection to actual cost in the early railroad cases, 
including Smyth v. Ames, and not the advantage 
gained from lower reproduction cost valuation, 
although this factor was mentioned in argument by 


there is no particular reason for assum- 
ing either falling or rising prices, 
While we are certain to experience 
shifting prices, the course may be 
upward or downward; no one can pre- 
dict safely even for a five-year period. 
In the face of this uncertainty the 
actual investment appears especially 
necessary to preserve financial stability 
and prevent conflict of interest in rate 
adjustments. 

It is easy, moreover, to exaggerate 
the significance of the allowance for 
return in the total requirement for rates 
paid by consumers. In most instances 
the requirement for return is not over 
25% of the total rate provision, which 
includes operating expenses and taxes, 
as well as return on investment. The 
first two elements constitute in all cases 
the greater proportion of the charges 
paid by consumers, and they are now 
based upon actual cost. If, therefore, 
we keep in mind that during any period 
of changing prices there is a steady 
adjustment of capital account to the 
changing level, because of additions, 
improvements, extensions, and renewals, 
we see that the final effect upon rates 
cannot be great whether we use repro- 
duction cost or actual cost, provided 
that the amounts were scientifically 
established and rate adjustments read- 
ily made. The difference during any 
period of gradual changes would not 
amount to over 5% or 10% in the gen- 
eral rate level. 

The irony of the present situation, 
as it would be under reproduction cost, 
is that all the confusion and deadlock 
are due to a relatively minor element 
in the total rate content. They are due 
W. J. Bryan in the Smyth case. The Supreme 
Court, however, did refer to unwarranted and in- 
flated actual costs, especially as reflected in the 
accounts, while it never referred to reproduction 


cost or “fair value” as “a basis of obtaining for 
consumers any benefit from falling prices.” 
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wholly to the variable and contentious 
character of the return. But during 
a prolonged rate inquiry, the failure to 
make prompt adjustments involves not 
only the returns but also the charges 
for operating expenses and taxes. Dur- 
ing falling prices, therefore, consumers 
are required to pay excessive rates not 
only for the return element based on 
valuation, but also for operating ex- 
penses and taxes. But during rising 
prices the companies, because of 
drawn-out procedure, lose financially on 
all three elements. Undue profits are 
thus balanced by unwarranted losses, 
while consumers pay excessive rates or 
receive inferior service. 

Since, however, the bulk of the rate 
elements are already based upon cost, 
why not place rate-making definitely 
upon cost in all respects, so that all fac- 
tors may be determined from the 
accounts and prompt rate adjustments 
made? If this were done, there would 
probably be less lag in adjusting the 
return to investors according to chang- 
ing price level than under the present 
cumbersome procedure or under repro- 
duction cost. 


Would There Be Inconsistency in Rate 
Structures? 


The argument is sometimes made 
against actual cost, that it would result 
in inconsistent and conflicting rate 
structures between properties installed 
at different levels of prices. Judge 
Ransom thus presents the case of a 
community where Y Company has 
built an electric light and power plant 
at present high prices, while in the 
same community Z Company has a 
similar plant “of like efficiency and 
capacity” constructed years ago at a 
much lower range of cost. He asks 
whether the patrons of Z Company 


may compel it to furnish service at 
rates which yield only one-half the 
return over and above operating 
expenses compared with Y Company. 
This illustration shows excellently 
the logical impropriety of the assump- 
tions usually made against the practical 
application of the actual cost basis. 
Naturally any particular economic pol- 
icy must square with the facts with 
which it is concerned. If the normal 
conditions in the electric industry were 
those represented in Judge Ransom’s 
assumed cases, the actual cost basis 
would not work as the basis of public 
utility regulation. The companies as 
presented, however, appear as ordi- 
nary manufacturing enterprises, strug- 
gling for business under competitive 
conditions. Under such circumstances 
there would be no reason for regula- 
tion, and the companies should be left 
free to fix their own charges. They 
would then use neither actual cost nor 
reproduction cost, but would charge 
what the traffic would bear, within the 
limits of a competitive market. The 
illustrations as given are not public 
utilities at all. A real public utility has 
a franchise covering an entire munici- 
pality, or a number of municipalities, or 
at least a large and definitely defined 
area. Within its own territory it has 
a monopoly and cannot come in compe- 
tition with another company whose 
property may have been installed at a 
different level of prices. If its prop- 
erty has been installed at a high level, 
its return would naturally be based 
upon the actual high costs. Another 
company, operating elsewhere, where 
property was constructed at lower 
prices, might have its return based upon 
the lower costs. The two companies 
would not affect each other by their dif- 
ferent range of charges, but in each 
case the consumers would pay the 
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actual cost of capital devoted to the 
service. 

But even the situation as just consid- 
ered in the preceding paragraph is 
unreal; Actually we do not deal with 
properties built exclusively or predomi- 
nantly at a high level of prices, 
compared with others constructed at a 
’ low level. While there may be such 
contrasting instances, they are ex- 
tremely rare. The normal properties 
now existing, for which our policies 
must be shaped, involve parts or units 
installed at various prices, extending 
ten, twenty, or more years in the past, 
while the relative proportion con- 
structed during each period diminishes 
with the remoteness of the past. In 
growing communities, there is probably 
little difference in the average constitu- 
ents of the parts built at the various 
levels of prices. Consequently, even if 
we had to deal with two somewhat 
competing properties in the same com- 
munity, there would be no great differ- 
ence in the relative rate level due to the 
time element in plant construction. Any 
disparity in rates would be due to oper- 
ating conditions rather than to 
differences in the level of return. 

To show the complete lack of ap- 
plicability of Judge Ransom’s assump- 
tions to the question whether the 
actual cost basis would result in 
impracticable differences in rate level, 
it is worth while to point out that his 
very hypothesis is a technological im- 
possibility. He places side by side two 
plants of “like efficiency and like 
capacity available,” one just completed 
at present high costs, and the other 
“built years ago” at a cost of “only 
half of the present cost to build the 
plant” of the other company. 

But the plain fact is that, in view of 
the enormous changes in the electric 
industry, we could not have two plants 


built at widely different periods and 
yet have “like efficiency and like ca- 
pacity.” A plant built today would be 
in every important technological respect 
different from one built before the war. 
Such earlier plant would not have a 
single generator of over 10,000 kw. 
capacity, whereas the modern plant 
would have generating units of 75,000 
kw. or even greater capacity. If the 
plants, therefore, have a “‘like capacity” 
of say 200,000 kw., the new plant 
would probably have two large 75,000 
kw. units, and possibly two smaller 
units, while the old plant would consist 
at best of twenty 10,000 kw. units, but 
would probably have a lesser number 
of 10,000 kw. and the rest with smaller 
capacity. 

If the two plants, therefore, have 
“like capacity,” they cannot have “like 
efficiency.” They would be wholly 
incomparable; the old one would be 
obsolete and under the assumed com- 
petitive conditions would be forced out 
of business. Its production costs would 
be so high because of low efficiency, that 
it would have to be scrapped notwith- 
standing the lower level of prices at the 
time of its construction. Moreover, 
the new plant would have a lower actual 
investment per kw. capacity although 
constructed at the higher general price 
level, so that the return element in the 
rates would be less than for the old 
plant built at the lower level. If the 
two plants were really of “like efficiency 
and like capacity,” both would be mod- 
ern, with their major generating units 
dating back not further than 1920, and 
both would contain the same relative 
proportion of investment at the various 
price ranges. And this is the situation 
in the great majority of cases where 
their relative investments are involved 
in the relative rates charged for service 
to consumers. 
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Would the Companies Be “Strait- 
Jacketed”? 


Another point urged against the 
actual cost basis, especially against the 
proposal of making rate adjustments 
automatic through accounting control, 
is that the companies would be 
“strait-jacketed,” and the owners would 
be stripped of the function of owner- 
ship. 

This objection properly requires 
much more discussion than is here pos- 
sible. There is no doubt that regulation 
impinges upon management, and it does 
so in the most vital respect. Whenever 
a producer may not charge for his prod- 
uct what he can exact from his 
customers, he is deprived of the major 
power of ownership which prevails in 
ordinary business. But this paramount 
power was taken from the utilities many 
years ago, when the inherent public 
interest was recognized in Munn v. 
Illinois. As for other phases of man- 
agement, we have merely a question of 
policy to what extent the personnel in 
charge of operations shall have full 
responsibility and power, and how far 
they shall be subject to public control 
or cooperation. 

Under effective regulation on the 
basis suggested, the companies would 
be just as free as they ever have been 
to exercise the ordinary duties and 
responsibilities of furnishing service. 
The only difference would be that they 
would have their return fixed on a 
definite and administrable basis, and 
would be thus freed from the conflict 
of rate adjustments. Otherwise they 
would still have the task of planning 
improvements, additions, and exten- 
sions, maintaining proper standards of 
service, and promoting efficiency of 
operation, and they could meet these re- 
sponsibilities much more successfully if 


not involved in incessant controversies. 
The commissions, likewise, could de- 
vote much more time ‘to questions of 
service and efficiency, and with their 
technical staffs could cooperate with the 
active management in promoting better 
and more economical service. They 
would not in any sense replace the man- 
agement, but they could assist greatly 
in obtaining progressive efficiency of 
management. 

There is, however, another phase of 
the “ownership” question, which fre- 
quently leads to confusion of words 
with facts. Who are the “owners,” 
who might be stripped of the function 
of ownership and management ? 

The fact is that to a large extent, 
and, many people think, to an astound- 
ing degree, the real power of control 
does not rest with the people who have 
put the actual capital into the business. 
In the first place, let us call attention 
again to bondholders and preferred 
stockholders, who on the average fur- 
nished 75% of the investment, and, of 
course, are deprived of any share in 
management. Further, when the com- 
mon stock is widely distributed as is the 
case in modern utilities, the great ma- 
jority of owners never appear at 
stockholders’ meetings and surrender 
control to a few persons armed with 
proxies. Thus, ultimate management 
rests with people who have compara- 
tively little money in the business. But 
there are still further developments 
which have attained far-reaching and 
perhaps dangerous phases—the fast 
expanding holding companies, control 
by management and finance corpora- 
tions, the issuance of non-voting 
common stock, dominance by banking 
syndicates, and so forth. Through such 
modern financial and legal devices, as 
has been forcefully brought before the 
public by Professor W. Z. Ripley, of 
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Harvard University, the people who 
finally exercise control are likely not to 
have a great amount of cash in the 
business and, therefore, have chiefly 
speculative interests in the operation. 
The security holders who furnish the 
capital and who are the real owners of 
the property have directly or indirectly 
accepted fixed return certificates and 
have surrendered the rights to manage- 
ment. 


Responsibility to Investors 


This situation has been developing 
gradually for many years, but has 
advanced with leaps and bounds during 
the past few years. It furnishes a 
serious problem which requires exten- 
sive investigation and study. Perhaps 
it is inevitable and cannot be prevented. 
Probably there is no way by which the 
actual owner of capital may be 


compelled to exercise the functions of 


ownership by taking control of man- 
agement. At present, however, the 
great majority of utility investors do 
not share in the direct control and 
management of the properties. They 
have put their money in what they con- 
sider safe semipublic securities, and 
have accepted a fixed return without 
thinking of themselves as owners or 
managers. 

This is the situation with which we 
must deal, and which points directly to 
the actual investment basis of return. 
It practically requires that the commis- 
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sions will have to assume double 
responsibility to the public; not only to 
the consumers, but also to the actual 
investors in the business. Under 
regulation as heretofore conceived, the 
public interest was recognized chiefly, 
if not altogether, from the standpoint 
of reasonable rates and service. But 
with present developments, when the 
general public has investments in the 
utilities without any share in manage. 
ment and when actual control is in the 
hands of semispeculative groups, the 
recognized public interest should be 
extended to all bona-fide investors in 
the properties. Regulation, therefore, 
should be concerned not only with effec. 
tive policies and machinery for rate. 
making and problems of service, but 
also with provisions for permanently 
safeguarding the investment. 

All these considerations show posi- 
tively that the time has come when 
mere playing with regulation should 
cease. The game is in every way too 
expensive. We must make it a business 
and use clear business policies and 
methods. In the writer’s opinion, this 
means basing rates definitely upon cost 
in every respect, including return as 
well as operating expenses and taxes. 
This meets the requirements of effec. 
tive regulation and the maintenance of 
financial stability. It would not only 
treat the investors squarely but would 
protect them as holders of quasi-public 
securities, and would minimize conflicts 
over uncertain public and private rights. 
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THE FINANCING OF NON-GOVERNMENTAL 
IRRIGATION ENTERPRISES 


By R. P. TEELE 


of desert lands is a difficult prob- 

lem because both physically and 
economically desert land must be re- 
claimed in large units; and they are un- 
inhabitable until they are reclaimed. 
Except for small areas here and there, 
it is not physically possible to build 
irrigation ditches to water single farms. 
Most irrigated farms are miles from the 
streams from which the water for their 
irrigation is taken. A stream of water 
only large enough for a single farm of 
160 acres would be lost by evaporation 
into the desert air or by seepage into 
the desert soil long before it reached 
a farm only a few miles from the source, 
while the cost of an independent ditch 
for each farm would be prohibitive. 
Only by the use of large canals water- 
ing many farms is it possible to carry 
water through the long distances neces- 
sary to reach the lands far back from 
the streams at an expense that is justi- 
fied by the returns from the land. 

Thus, from the very nature of things, 
agricultural expansion into deserts can- 
not be accomplished in that gradual way 
that is possible in other sections where 
single farms can be cut out of the 
forests or plains and developed gradu- 
ally as there is demand for their 
products. 

Furthermore, since the land is unin- 
habitable until irrigated, there must be 
very large expenditures in advance of 
settlement; that is, before those who are 
to repay these expenditures are on the 
land. Usually these expenditures are 


5 ey financing of the reclamation 


made before it is known who is to oc- 
cupy the land and repay the cost of 
reclamation. Therefore, investment in 
reclamation is highly speculative. It 
involves not merely the construction of 
reclamation works, and the relation be- 
tween the cost of such construction and 
the intrinsic power of the land to pro- 
duce crops, but the obtaining of settlers 
who have the ability and the capital 
necessary to create farms that will pro- 
duce the means of repaying the cost not 
only of the construction of the irriga- 
tion works but of all those other im- 
provements that go to make a farm 
from a portion of the wilderness. 

The conditions described complicate 
the problems of the settler on reclaimed 
land as well as those of the promoters 
of reclamation enterprises. In other 
sections expansion naturally takes place 
on cheap lands. At the time of settle- 
ment the land does not represent a large 
investment, and, consequently, carrying 
charges are not large. A settler and 
his farm and his family can all develop 
together, gradually, through a period of 
years. On reclaimed land interest on 
the cost of reclamation and the cost of 
operation and maintenance constitute a 
heavy charge on every acre, and every 
acre must be brought into cultivation 
quickly if the settler is to meet the cost 
from the products of his farm. A 
gradual growth, such as took place on 
cheap land, is fatal to the settlers and 
to the enterprises supplying water. 

These conditions did not exist so 
long as irrigation was confined to small 
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areas adjacent to the streams, where 
single farmers or a few neighbors work- 
ing together could build a ditch with 
their own labor and very little expendi- 
ture of money. They do not now exist 
where water is obtained from wells that 
supply single farms or a few adjoining 
farms. Works of the class just referred 
to supply water to about one-third of the 
irrigated land in the United States. 

The enterprises supplying water to 
the other two-thirds of the irrigated 
land have required some kind of financ- 
ing. This article deals with the methods 
used in financing irrigation enterprises 
other than those carried out under the 
Federal reclamation law. The latter 
supply water to something less than 
one-tenth of the irrigated land in the 
country. The enterprises discussed here 
cover about 60% of the total irrigated 
area. 


Historical Development of Private 
Irrigation 


The earliest irrigation enterprises in 
the United States were the old commu- 
nity ditches of the Southwest. Their 
beginning is lost in antiquity, and it is 
not known how their construction was 
financed, if at all. It is probable that 
they were built by some of the early 
Spanish colonists by their own labor 
without the expenditure of any money 
to speak of. 

The Mormon church was probably 
the first institution in this country to 
build irrigation works on any plan re- 
quiring financing. Under the plan 
adopted by the Mormons the church 
organized colonies and furnished what- 
ever money was necessary for materials 
and supplies while the colonists did the 
work. The ditch enterprises were or- 
ganized as stock companies, and stock 


was issued to the colonists in payment 
for their work, while the church took 
stock in payment for its expenditures, 
The stock taken by the church was dis- 
posed of to later settlers, so that the 
ditch companies became truly coopera- 
tive. These enterprises in Utah were 
comparatively small. The Mormon 
stock companies became the model for 
the most common type of organization 
for controlling irrigation enterprises in 
this country. 

The first settlement in Utah was made 
in 1847. For 20 years, only small 
ditches were built, but during that time 
many large enterprises were planned. 
Nothing was accomplished, however, 
presumably because of the lack of a sat- 
isfactory system of financing. This ex- 


perience led to the passage, in 1865, of 


the Utah irrigation district law—the 
first irrigation district law in the United 
States. From the standpoint of financ- 
ing, the distinctive feature of this law 
was that districts organized under it 
were permitted to tax the lands within 
their boundaries to raise the cost of pro- 
viding a water supply and to meet the 
cost of operation and maintenance. 
After preliminary organization, the for- 
mulation of plans, and the making of 
estimates of cost, an election was called 
and the electors within the district were 
permitted to vote on the question 
whether they were willing to agree to 
a tax on their land, on either an ad 
valorem or an acreage basis. A two- 
thirds vote was required to carry the 
district organization. This law did not 
provide for the issuing of bonds by dis- 
tricts. A large part of the valley lands 


of Utah were organized as districts — 


under this law, but practically nothing 
was done in the way of building canals. 
The lands had no productive value until 
the canals were built and the lands were 
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brought under cultivation. As a conse- 
quence, a tax of sufficient amount to 
build irrigation works could not be col- 
lected if levied. 

So far as the writer is informed, this 
is the first attempt in America to make 
desert land provide directly the means 
for its own reclamation, although drain- 
age district laws involving this principle 
had been in existence for many years. 
This act involved the fundamental idea 
of the district—the forcing into the dis- 
trict of all the land that would be bene- 
fited, provided the owners as a group 
desired it. It provided also for the 
use of the taxing power of the state to 
enforce the contributions from the land. 
Aside from the inherent weakness of 
attempting to make land that has little 
or no value security for considerable 
sums of money, the Utah law had the 
further handicap that at the time of its 
passage the occupiers of the land in the 
state had no legal title to their hold- 
ings. At that time there was no United 
States land office in Utah, and the set- 
tlers had only squatters’ rights. Conse- 
quently the land could not be sold for 
taxes and there was no real force behind 
the law. There was the further weak- 
ness that the law did not contain the 
bonding feature, which is, in effect, a 
means of postponing for a period of 
years the payment of the cost of con- 
struction. 

After the failure of the district plan 
there followed in Utah an era of public 
aid in construction. In 1872 the county 
of Salt Lake built a diversion dam in 
Jordan River and during the next four 
years made appropriations for aiding 
in the construction of several canals. 
Although the county records do not 
show this fact, it is probable that these 
contributions by the county met a large 
part of the needs for cash, and that the 


landowners supplied the labor, as they 
had done when the church was direct- 
ing colonization. 

Historically the next step beyond the 
Mormon plan of colonization was a 
colony plan based not on a common 
religion but on community of interest 
in other lines, exemplified by the Union 
Colony at Greeley, Colorado. This 
colony was founded by N. C. Meeker, 
a writer on the New York Tribune, with 
the backing of Horace Greeley. * 

Meeker made a trip to the Rocky 
Mountains and, on his return to New 
York, formulated the idea of founding 
a colony in Colorado. This was dis- 
cussed with Mr. Greeley, who gave it 
his approval, published notices of meet- 
ings, and gave it editorial support. A 
meeting was held at which the plan was 
discussed and an organization perfected. 
Each member was to pay $5 for current 


_expenses and also to hold, subject to the 


call of the treasurer, $150 for a pur- 
chase fund for the land to be bought. 
This seems to have constituted the 
financing of this colony. 

The author cited? gives the history 
of this colony in great detail, showing 
that the cost of land, the cost of irriga- 
tion works, and the quantity of water 
needed for irrigation were all very 
greatly underestimated. The promoters 
and the colonists were equally ignorant 
of irrigation practice and cost. The 
colonists were brought onto the land, 
inadequate ditches were built with the 
funds in hand, and the colonists fought 
their way out as best they could; by 
levying assessments, by doing the work 
themselves, and by other makeshifts. 
The whole enterprise was cooperative, 
and the colonists were not being ex- 

*Boyd, David, A History of Greeley and the 
Union Colony of Colorado, 1890. 

* David Boyd. 
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ploited by any one for his own benefit. 
Aside from this latter feature, the his- 
tory of the Union Colony is the history 
of many irrigation enterprises—settlers 
lured onto land through underestimates 
of cost, overestimates of possible re- 
turns, and ignorance, or through mis- 
representation and fraud, but gradually 
working out a high-class development. 


Commercial Irrigation Enterprises 


Following the Union Colony in Col- 
orado came what have been classed in 
the Census reports as commercial en- 
terprises. Their plan was to sell stock 
and bonds to obtain the funds for con- 
struction, and to pay off their obliga- 
tions and make a profit through the sale 
of water rights alone or with land. The 
water rights sold conveyed no interest 
in the works but merely entitled the pur- 
chaser to water upon the payment of 
annual charges to cover the cost of op- 
eration and maintenance. Thus the 
scheme contemplated the permanent 
operation of the works by the construc- 
tion companies. The wide difference 
between the value of the unimproved 
desert land and that of irrigated farms 
made it appear that there was a large 
amount of value that could be appro- 
priated by the agency supplying the 
water that made this increased value 
possible. The land without water was 
of little value; with water it was highly 
valuable. It seemed logical that the 
party supplying the water could demand 
and get a large part of this value. Al- 
most without exception, however, such 
enterprises were failures because of the 
mistaken idea that the water almost 
alone created the increase in value, 
while, as a matter of fact, the develop- 
ment of the farms, the cost of which 
was as large as the increase in value in 


many instances, had as much to do with 
the new value as did the water supply. 
This development was not possible 
without the water, but the increase in 
value was not possible without either the 
water supply or the improvement of the 
land. 

A further cause for the failure of this 
scheme was overestimating the demand 
for water. It seemed that since land 
was valueless without water and valu- 
able with water, the owners of land 
must purchase water rights. However, 
the landowners were in far the stronger 
position for bargaining for water, since 
their land represented a very small in- 
vestment and almost no_ carrying 


charges. They had only to wait a few | 


years at most for the companies to be- 
come bankrupt and then buy in the 
canals at a small part of their cost. 

The Bear River Canal, at the north- 
ern end of the Great Salt Lake in Utah, 
is a good example of this type of enter- 
prise. The following statement regard- 
ing this enterprise is taken from the 
story of its development given by Presi- 
dent George Thomas, of the University 
of Utah, in his Development of Insti- 
tutions under Irrigation.® 

A corporation was organized in 1889 
with a capital stock of $2,100,000. 
President Thomas says: ‘‘So far as can 
be determined this was pure promotion 
stock and the only thing B paid for 
it was certain water fillings and rights 
of way.”* A part of this stock was 
turned over to a mortgage and trust 
company of Kansas City, Missouri, to 
underwrite and finance the new com- 
pany. A mortgage in favor of the trust 
company for $2,000,000 was placed on 
the dams, canals, and so forth, that 
were to be built. Bonds were then sold 


*The Macmillan Company, New York, 1920. 
“Thomas, George, of. cit., p. 207. 
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to obtain money for the construction of 
the system. They were secured by a 
mortgage on the canals and other prop- 
erty of the company and also were un- 
derwritten by the trust company. A 
large quantity of these bonds was sold 
to Quakers in Scotland and England, 
this being almost the only source of rev- 
enue for the construction work. 

President Thomas gives the details 
of mechanics’ liens, expenditures for ad- 
vertising, speculative landholdings, liti- 
gation, and so forth, and states that in 
1902 the Utah-Idaho Sugar Company 
bought the canal system for $300,000 
and the land for $150,000. He de- 
scribes the conditions in 1920 as fol- 
lows: 


Under the North and South canals there 
are now about 45,000 acres under irrigation 
and cultivation, while the two systems are 
capable of supplying 90,000 to 100,000 acres. 

The system cost well over a million and a 
quarter dollars. In addition to this, in the 
numerous lawsuits and years of long-drawn- 
out litigation, there was considerable money 
wasted. The bond-holders were the heavy 
losers. ‘They lost almost their entire invest- 
ment. A combination of circumstances seemed 
to make it impossible for them to realize the 
legitimate returns that they were honestly en- 
titled to. For they had supplied the funds to 
establish what later proved to be a highly 
profitable enterprise. From the standpoint of 
the water supply, engineering construction, 
and fertile agricultural lands the opportuni- 
ties were unsurpassed. Then why should it 
have failed to bring returns? First, the com- 
pany was organized on a highly speculative 
basis—all the stock and one-fourth of the 
issue of bonds went to the promoters. That 
was certainly a considerable amount of 
“water” to put into a company of that size in 
the hope that it would survive and prosper. ® 


The story of the Bear River Canal is 
the story of scores of canals throughout 
the West organized in that era. The 
others differ in details, but only in de- 
tails. 


One of the companies organized to 
supply water on a large scale to land 
that it did not own was the Wyoming 
Development Company. This company 
began operations in the eighties, on a 
tract of land about 75 miles north of 
Cheyenne, Wyoming, and is still operat- 
ing its system, and not all of the land 
had been settled in 1925. The writer 
visited this enterprise about the end of 
1924 and found plans for colonizing the 
remaining lands being discussed. The 
leading figure in this enterprise was J. 
M. Carey, a governor of Wyoming, and 
later a United States senator from that 
state. Judge Carey’s experience with 
the Wyoming Development Company 
led him to the conclusion stated by Doc- 
tor Thomas in his discussion of the Bear 
River Canal, “If the public lands could 
have been segregated and set aside... 
where the water charges became a lien 
on the land it would have been a great 
help. . . 


The “Carey Act” 


While Judge Carey was in the United 
States Senate he secured the passage of 
a law making it possible to do just that 
thing. The law, enacted August 18, 
1894, bears the name “Carey Act” for 
its author. This act was in the form of 
a rider on the sundry civil bill for that 
year and does not disclose the real ob- 
ject nor outline any method of opera- 
tion. It grants to each of the states 
containing arid land 1,000,000 acres of 
land on condition that the states provide 
for its reclamation. It is obvious that 
the law is inoperative in any state until 
the state has accepted its terms and 
made application for the segregation of 
land. 


* Thomas, George, op. cit., p. 216. 
* Ibid., p. 217. 
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The Federal law leaves the whole 
plan of operation to the states. Al- 
though the state laws differ much in 
detail, they are alike in general plan. 
All operations under the laws are placed 
under the supervision of state boards, 
in some instances under existing boards, 
and in other instances under special 
boards created for the purpose of ad- 
ministering this law. Any person or 
corporation desiring to reclaim land 
under this law applies to the proper 
board, specifying the lands that it is 
desired to have segregated and describ- 
ing the proposed plan of reclamation. 
The forms of application and the infor- 
mation required to be furnished are 
prescribed by law, by the regulations of 
the boards, and by the regulations of 
the United States Department of the 
Interior. If approved by a state board, 
an application is submitted to the Fed- 
eral Department and the land is with- 
drawn from entry pending action on the 
application. If the application is ap- 
proved by the Department, the land is 
segregated and withdrawn from all 
forms of entry under the public land 
laws. The state then enters into a con- 
tract with the applicant, providing for 
the construction of the proposed works 
by the applicant and fixing the terms 
on which water rights may be sold to 
settlers on the lands. On its part, the 
state agrees to sell lands only to those 
who have entered into contract with the 
applicant for the purchase of water 
rights. The water rights sold must 
carry an interest in the works and other 
property, so that when the purchase 
price is paid, the works and rights be- 
come the property of the water-right 
purchasers. This effectively ties the 
land and the water together, and this 
was supposed to overcome the difficul- 
ties experienced by earlier enterprises in 


being frozen out by speculators who 
held the lands to be watered. 

The states usually sell the lands for 
50 cents per acre so that the income 
from the land clearly is not the object of 
the law. 

Under the original law, as soon as 
any state furnished satisfactory proof 
that any of the lands were “irrigated, 
reclaimed and occupied by actual set- 
tlers” patents were issued to the state, 
and the state, in turn, issued patents to 
the settlers when they had fulfilled the 
conditions imposed as to actual resi- 
dence and the improvement of the land 
and had made the full payment of the 
purchase price of the land. 


Defects of Laws 


While these laws and the contracts 
between the states and the applicants 
cured the particular evil that seemed to 
have wrecked previous enterprises, they 
did not give the financial assurance 
that was desired and that it appeared 
they would give, for two reasons: First, 
the laws prevented speculators from 
getting the land and holding it without 
buying water, but they did not give as- 
surance that there would be purchasers 
for either land or water; and second, 
there was no way by which the land 
could be made security for deferred pay- 
ments on water rights, since title re- 
mained in the Federal Government until 
the lands were “irrigated, reclaimed and 
occupied by actual settlers.” 

The first of these weaknesses cannot 
be cured by legislation or regulations. 
The prompt sale of water rights and 
land is dependent on the existence of 
a real demand for land, and that can- 
not be created by law. 

It was thought that the second weak- 
ness would be corrected by the amend- 
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ment of June 11, 1896, under which 
the states were authorized to create 
liens on the lands “for the actual costs 
and necessary expenses of reclamation 
and reasonable interest thereon from 
the date of reclamation until disposed 
of to actual settlers,” and for this pur- 
pose the government was authorized to 
pass title to the state as soon as an 
adequate water supply was made per- 
manently available. However, none of 
the states has provided for making the 
cost of the works a direct lien on the 
lands. 

This amendment would have failed 
of its purpose, even if the states had 
enacted the necessary laws, because the 
lien cannot be created until ‘‘an ade- 
quate water supply is made permanently 
available” and what was wanted was 
some way of using the lands for pro- 
viding the funds for their own reclama- 
tion before rather than after their 
reclamation. Under the law as it now 
stands it is necessary for the promoters 
of a Carey Act project to obtain the 
funds for construction of necessary 
works in some other way and be reim- 
bursed by the sale of securities based 
on the lands. 

In the absence of authority to make 
the cost a lien on the land in advance of 
construction, it was sought to make the 
lands a basis of credit without a direct 
lien on them. The plan for accomplish- 
ing this was to sell water rights before 
construction, on deferred payments, 
under contracts binding the purchasers 
to give mortgages on their lands as soon 
as they should get title; and to hypothe- 
cate the notes given by the purchasers 


for the deferred payments on their 


water rights, making them security for 
bonds, which were sold to obtain funds 
for construction. The bonds and notes 
were deposited with a trustee, and bonds 
were to be sold only when notes in an 


agreed amount had been deposited. 
Usually the amount of notes was to be 
considerably larger than the amount of 
bonds sold—125% or 150% of the 
amount of the bonds in some cases. It 
is evident that while the bonds were not 
sold until the water rights and lands 
were sold, the security of the bonds de- 
pended on the success of the settlers in 
producing the means of paying for the 
land and water. If settlers defaulted 
on their notes, these notes became prac- 
tically worthless because the title to the 
land was still in the United States and 
there was little or nothing else behind 
them. 

In practice there was a great deal of 
misrepresentation in the sale of both 
water rights and land. There may or 
may not have been legal fraud, but, 


practically, there was a great deal of — 


fraud. As stated, Carey Act projects 
are carried out under federal and state 
laws, and the plans for each project 
were approved by some state board and 
by the United States Department of 
the Interior. Thus they actually had 
federal and state approval, and this 
fact was used to make it appear that 
they had federal and state guaranty, 
which was not true. There was, in 
fact, no public guaranty of anything 
—completion of works, adequacy of the 
water supply, quality of the lands, 
reasonableness of prices, or payment of 
the bonds. 

In the sale of bonds it was repre- 
sented that they were backed by federal 
and state governments and that they 
were a lien on the lands, when in fact 
the only thing behind them was notes 
based on contracts to make the notes 
liens on the lands when title should be 
obtained. 

Millions of dollars’ worth of Carey 
Act bonds were issued and sold, but a 
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large part of the money invested in them 
has been lost. Statistics as to the 
amount of bonds issued and the amounts 
lost by their buyers are not available, 
but the extent of the difference between 
plans and fruition is indicated by the 
figures given in the reports of the Gen- 
eral Land Office. To June 30, 1925, 
the aggregate area applied for under 
this act was 8,366,801 acres; the aggre- 
gate area segregated under approved 
application was 3,843,290 acres; while 
the area patented to water users was 
but 1,158,926 acres, about 14% of the 
area applied for, and 30% of the area 
segregated. 

The period of greatest activity under 
the Carey Act was 1900 to I9gI0. 
Nearly 90% of the land irrigated un- 
der this act in 1919, as reported by the 
Fourteenth Census, was in enterprises 
begun during that period, and the last 
year in which the area segregated was 
as large as 50,000 acres was 1913. 

This act applies to public lands only, 
and, as a consequence, the opportunities 
for large enterprises are constantly 
diminishing as the public lands within 
reach of water supplies are disposed of. 

The failure of the Carey Act as a 
means of reclaiming large areas of land 
has been due to the same cause that has 
brought financial failure to all the other 
plans of financing—the slowness of set- 
tlement. The lands were not settled 
promptly and made to produce the 
means of repaying the cost of construc- 
tion. Under those circumstances it 
made little difference whether the bonds 
were a lien on the land or not; the lands 
could satisfy the lien only in case they 
were producing the means of doing so; 
until they were improved they would not 
sell for enough to pay the cost of their 
reclamation. 

The plan of organization and financ- 


ing under the Carey Act seems to have 
possibilities for reclaiming private lands 
if used by parties having sufficient funds 
to build the works and carry the invest- 
ment until the lands have attained suff- 
cient value to serve as security for 
bonds. The trouble with most of the 
Carey Act companies has been that the 
promoters expected the prospective 
water users to furnish almost all of the 
money. Sales of water rights were 
made before construction began and 
the sale of bonds based on the settlers’ 
notes for deferred payments was de- 
pended upon to provide funds for con- 
struction. Delays in construction and 
delays in actual settlement brought 
about the maturing of obligations before 
funds were available to meet them. 
Had the construction companies been 
amply financed by the sale of stock, they 
could have survived, although not pay- 
ing dividends, until the lands were 
developed sufficiently to be actual secu- 
rity for the bonds. 


Irrigation District Laws 


The next step logically, although not 
chronologically, beyond the Carey Act 
was the passage of state laws creating 
irrigation districts, with the bonding 
privilege, in which the bonds issued are 


an actual lien on the lands to be bene- 


fited. The Carey Act applied only to 
public lands, while the district acts, so 
far as making the construction cost an 
enforceable lien on the land is con- 
cerned, apply only to private lands. 
Historically the district laws antedate 
the Carey Act. Drainage district laws, 
involving the same idea, had been in 
existence in this country many years be- 
fore the idea was applied to reclama- 
tion by irrigation. The first irrigation 
district law including the bonding pro- 
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vision was the so-called “Wright Act” 
of California enacted in 1887. Since 
that time irrigation district laws have 
been adopted in all of the states con- 
taining arid lands. 


The fundamental features of these | 


laws, from a financial standpoint, are 
the same: Funds are raised by the sale 
of bonds; interest, sinking funds, and 
cost of operation and maintenance are 
raised by assessments against the lands 
in the districts; the taxing machinery 
of the states is used to collect these 
assessments; and lands may be included 
in a district and made liable for the cost 
of providing a water supply against the 
will of their owners. 

The original California law provided 
that “fifty or a majority of the free- 
holders owning lands susceptible of one 
mode of irrigation from a common 
source and by the same system of 
works,” might petition for the organiza- 
tion of a district. All the electors in 
the area included were allowed to vote 
at district elections, without regard to 
land ownership. This made it possible 
for the owners of a small area of land to 
force district organization onto large 
areas against the opposition of their 
owners. This was held to be an advan- 
tage, since it prevented the owners of 
large tracts from holding their land out 
in opposition to the development of the 
community. However, it proved to be 
a weakness to the district system since it 
resulted in the inclusion in the districts 
of large areas whose owners were hos- 
tile to the purposes of the districts. 
While they could not prevent organiza- 


tion, they could resist the levying of - 


taxes, the collection of taxes, and every 
other move, and thus hamper the opera- 


* Fallbrook Irrigation District v. Bradley, 164 U. 
S. 112, (1896). 


tions to such an extent as to bring about 
the failure of the districts. Litigation 


‘involving the constitutionality of the 


law was carried to the United States Su- 
preme Court, where the law was up- 
held;* but most of the districts failed, 
nevertheless. From the passage of the 
California Act until 1896, when this de- 
cision was rendered, 48 districts were 
organized in California, and not one of 
these districts met its obligations in full. 
They sold some $8,000,000 of bonds. 
Of the bonds to this amount 27% were 
held to be illegal, 8% were defaulted, 
and 65% were compromised with 
greater or less losses to the buyers. ° 

This particular phase of the Califor- 
nia law was remedied by the act of 1897 
which provided that the petition for the 
organization of an irrigation district 
must be signed by a majority of the 
landowners who represented a majority 
in value of the land to be included in the 
district. In seven states—California, 
Colorado, Montana, Nebraska, New 
Mexico, Texas, and Utah—those sign- 
ing petitions for organization must rep- 
resent a majority, either in acreage or 
assessed value of the land to be included 
in a proposed district. In seven of the 
states—California, Kansas, Idaho, New 
Mexico, Oregon, Texas, and Washing- 
ton—more than a majority vote is re- 
quired to carry the organization of a 
district. In five of the States—Idaho, 
Kansas, Nevada, Texas, and Utah— 
more than a majority vote is required to 
carry a bond issue. Three States— 
Arizona, Colorado, and Nebraska—re- 
quire no more than a majority in favor 
of organization or bond issues at any 
stage. 

The provisions just described have 

* Hutchins, Wells A., “Irrigation District Opera- 
tion and Finance,” United States Department of 
Agriculture, Bulletin No. 1177, 1921, p. 25. 
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nothing to do directly with the validity 
of bond issues, but they do affect the 
sale of bonds to careful investors, and, 
therefore, have an important bearing on 
the financing of irrigation enterprises, 
since they indicate to a certain degree 
the sentiment of the landowners to- 
ward the districts in which their lands 
are included. 


Real Security of Irrigation Financing 


The problem of making the lands 
security for the cost of their own recla- 
mation is solved by the district laws. 
The lien on the lands is made effective 
by the levying of assessments and in 
most states the county officials are 
charged with making levies if the dis- 
trict officials fail or neglect to do so. 
These tax liens are enforced in the same 
manner as other taxes. The value of 
the security depends, therefore, on the 
value of the land at forced sale, and 
that depends, very largely, on the 
demand for land, since most land in 
the arid region is fertile, and on the 
adequacy of the water supply, since 
desert land without a water supply is 
worth little or nothing. Therefore, it 
is not sufficient that districts be legally 
organized and that they have the good- 
will of the owners of the land included. 
In order that bonds issued may be safe 
investments, it is necessary that there 
be a sufficient water supply and an effec- 
tive demand for the land. The unim- 
proved land itself is not worth the cost 
of the works to bring water to it, and 
the real security of the bonds issued to 
secure funds for construction is the suc- 
cessful agricultural development of the 
lands. If the funds are wasted and the 
works are not completed, if the water 
supply is insufficient, if the lands are not 
settled and there is no demand for 


them, or if, for any reason, settlers 
either do not come or cannot farm prof- 
itably, the bondholders will lose. For 
this reason the irrigation district law is 
not adapted to the reclamation of new 
lands and it has not been a success for 
such lands. A report published by the 
United States Department of Agricul- 
ture® in 1923 gives statistics for all 
districts organized to that time. Of the 
248 districts organized up to December 
31, 1921, for the purpose of reclaiming 
new lands, only 46, or 18.5%, were 
operating at that time. 

The principal field of usefulness for 
the district law has been in the purchase 
of works already built and in use by 
farmers already on the ground, and in 
providing additional works or water 
supply for such farmers. In such cases 
the farmers are there and the lands are 
partly improved and are worth the 
amount of the bonds issued, which serve 
only to add to the value of the lands. 
The report just referred to shows that 
of 350 districts organized for supple- 
mental development, 198, or 56.5%, 
were in operation. Of all districts or- 
ganized for both purposes, 41% were 
operating in 1921. 

This is not an impressive showing, 
and it indicates clearly that the idea 
behind both the Carey Act and the dis- 
trict laws—that of tying the land and 
the water supply together and making 
the cost of reclamation a lien on the 
reclaimed lands—is not a complete solu- 
tion of the problem of financing land 
reclamation. 

Because of the failure of so many 
districts and of defaults in the payment 
of interest and principal on district 
bonds, the markets for such securities 
have not been good, and the states have 


* Hutchins, Wells A., of. cit. 
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made many attempts to make irrigation 
district bonds more attractive to invest- 
ors by providing safeguards against 
frauds, mistakes, and overoptimism and 
by making district bonds legal invest- 
ments for certain public funds and for 
certain classes of institutions. The 
steps in this direction that have been 
taken in the various states are summar- 
ized below. 


Safeguards for Bondholders 


In all of the states having irrigation 
district laws, the proceedings for district 
organization are before some public 
body, usually the board of county com- 
missioners, or the equivalent body, if it 
goes by some other name, but in some 
instances before the local courts. 

There is general provision for deter- 
mining in the courts the validity of the 
proceedings for organization and the 
issuance of bonds. 

There is rather general provision for 
reports by state officials on the water 
supply and engineering features of pro- 
posed projects. Usually these reports 
are advisory, and adverse reports are 
not conclusive against organization, 
although they tend to be so in practice 
because of the difficulty in selling bonds 
in the face of adverse reports. 

The next step in public action de- 
signed to give the bonds a standing in 
public opinion, and therefore a good 
market, is state certification of district 
bonds as legal investments for certain 
public and trust funds. California in 
1913 created an irrigation district bond 
commission and provided for the cer- 
tification of bonds by the state comp- 
troller under certain conditions. Any 
district proposing to issue bonds may 
apply to have its bonds certified. Upon 
the receipt of such an application the 


commissioners examine (1) the water 
supply, (2) the soil and its probable 
water requirements, (3) the feasibility 
of the plans for supplying water, (4) 
the reasonable market value of the 
water, water rights, and irrigation 
works of the district, (5) the reason- 
able market value of the land in the 
district, (6) whether the proposed bond 
issue, together with others that have 
been issued or proposed, exceeds 60% 
of the value of the water, water rights, 
works, and land, (7) the character and 
number of bonds proposed to be issued. 

The commission reports to the state 
comptroller, and if it reports that the 
water supply is sufficient, that the plans 
are feasible, and that the proposed 
bond issue does not exceed 60% of the 
value of the water, water rights, works 
and land, the bonds are certified by 
the comptroller. 

Bonds so certified are legal invest- 
ments for “all trust funds, for the 
funds of all insurance companies, banks 
—both commercial and savings—and 
trust companies, and for the state 
school funds, and whenever any money 
or funds may, by law now or hereafter 
enacted, be invested in bonds of cities, 
cities and counties, counties, school dis- 
tricts, or municipalities in the state of 
California, such money or funds may be 
invested in said bonds of irrigation 
districts.” 

This idea was adopted by Colorado, 
Idaho, Montana, Nevada, Oregon, and 
Utah, although Utah later repealed its 
law. 

The provisions of the Idaho law dif- 
fer from those of California law in 
that the commission is, (1) to deter- 
mine the reasonable “‘cost”’ of the water, 
water rights, and works belonging to 
the district, rather than their ‘“‘value”’; 
(2) to determine the value of the land 
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in the district ‘‘when supplied with the 
water that will be made available”; and 
(3) to determine whether the aggre- 
gate amount of bonds proposed exceeds 
50% of the reasonable value of the 
“lands within the district with the water 
that will be available.” The essential 
differences seem to be that California 
takes into account the value of the 
water, water rights, and irrigation 
works, while Idaho does not; but, on 
the other hand, Idaho takes into consid- 
eration the prospective value of the 
land on account of irrigation, while 
California takes the value of the land 
as it stands. Idaho requires a margin 
of value above bond issues of 50%, 
while California requires only 40%. In 
Idaho, bonds are certified by the state 
treasurer and are then legal investments 
for the same classes of funds as in 
California. 

Oregon has gone a short step fur- 
ther in assuming actual financial respon- 
sibility for district bond issues by pro- 
viding for payment by the state of inter- 
est on approved bonds for from two to 
five years, with provision for repayment 
to the state by the districts after their 
bonds are paid off. 

Washington has provision for state 
purchase and resale of district bonds. 
This does not involve the state guar- 
anty of the bonds sold by the state ex- 
cept as there may be a moral obliga- 
tion to make them good. 

Under the Carey Act and the district 
acts the states have made every effort 
to give reclamation bonds a good stand- 
ing except assume some financial respon- 
sibility—and Oregon has gone so far as 
to pay interest on district bonds for a 
limited period. 

The Federal Government has given 
its approval to the district plan by pro- 
viding for the inclusion of public lands 


in irrigation districts and permitting the 
levying of assessments against such 
lands (Act of August 16, 1916), but 
with the very important reservation that 
“nothing in this act shall be construed 
as creating any obligation against the 
United States to pay any of said 
charges, assessments or debts incurred.” 
The accumulated charges are to be paid 
by the entrymen on the public lands, 
if there are such entrymen. Until some 
one applies for land, there is no way 
of making it liable for its share of the 
cost of providing a water supply. 


Proposals for Remedying Weaknesses 
of District Plan 


The inherent weakness of the district 
plan—that the desert lands are not suf- 
ficient security for the cost of their own 
reclamation—is recognized in proposals 
that have been made for federal aid to 
reclamation outside the reclamation act. 
It has been proposed that lands to be 
reclaimed be organized into districts 
which shall enter into contracts with the 
government under which the govern- 
ment shall advance the funds for con- 
struction, carry out the work, and accept 
the bonds of the district in payment. 
Furthermore, the government shall hold 
the bonds of each district until the value 
of the land and other property of the 
district against which the bonds are a 
lien shall be sufficient to make the bonds 
salable, when they shall be sold and 
the funds made available for further 
construction. It is also proposed that 
the district bonds shall bear interest, 
thus doing away with the subsidy fea- 
ture of the existing Federal reclama- 
tion law. 

The suggestion has also been made to 
include drainage of swamps, clearing of 
cut-over lands, and fertilization of 
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worn-out lands in the scheme. While 
the bonds are being held, admittedly 
the government will have insufficient 
security for its expenditures. 

A proposal somewhat similar to the 
scheme just described, and probably sug- 
gested by it, is the creation of a recla- 
mation corporation, financed, as are the 
Federal land banks, by the sale of bonds 
based on securities that are liens on the 
lands. This plan has the same objection 
that has been made to districts gener- 
ally—the lands actually are not suffi- 
cient security for the cost of their recla- 
mation. There is also this very im- 
portant distinction between the working 
of the Federal land bank system and 
the proposed scheme: The bonds sold 
to obtain funds for the land banks are 
based on mortgages that may not ex- 
ceed 50% of conservative appraisals of 
the value of the property covered by the 
mortgages, while irrigation district 
bonds are based on lands having a value 
far below the amount of the bonds 
issued for their reclamation. The 
value that is to make the bonds good 
is to be created by the expenditure of 
the proceeds of the bond sales. The 
published report on one of the proposed 
projects of the Federal Government 
gives the present value of the land to 
be reclaimed as about $5 an acre, while 
the estimated cost of its reclamation is 
more than $150 an acre.” That is, the 
present value of the security in this 
project is about 3% of the amount of 
bonds that would have to be issued un- 
der the plan suggested. 

If the bonds are to be sold by a cor- 
poration created by the Federal Gov- 
ernment for sufficient sums to build 


* Reports on the Engineering, Agricultural, and 
Economic Feasibility of Proposed Reclamation 
Projects, Washington, Government Printing Office, 
1925, p. 85. 
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reclamation works, they must depend 
for their salability on a government 
guaranty or an implied guaranty that 
would create a moral obligation on the 
government to make them good. 

Up to the present time all our 
schemes for financing irrigation devel- 
opment have been based on the repay- 
ment of the cost of providing a water 
supply by the land actually watered, ex- 
cept for the subsidy represented by 
relief from interest on deferred pay- 
ments under the existing Federal recla- 
mation law. Yet the argument for all 
public participation in reclamation is the 
claim that a great public benefit arises 
from the reclamation of arid lands. If 
such is the case, the question arises 
whether the water users should be ex- 
pected to repay the whole cost. Should 
not the benefits be assessed and all” 
property benefited contribute to the 
cost in proportion to the benefits? 

The most insistent demands for new 
reclamation projects come from local 
chambers of commerce and similar or- 
ganizations, because of the business that 
is expected to be created through the 
construction of works and the develop- 
ment of agriculture in their communi- 
ties. The demand does not come from 
farmers who wish to go on the land. If 
a reclamation project is of so much 
value to the business interests of a com- 
munity, it would seem fair that those 
interests should contribute to the cost. 

Such contributions can be provided 
for under some modification of the dis- 
trict plan, by including within each dis- 
trict all the property that will be 
benefited by its activities, including the 
property in towns and cities in the 
vicinity. If such property were included 
in the district bond lien, there would be 
sufficient value behind the bonds to 
make them salable. 
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Such a scheme should provide for the 
approval of districts by the counties and 
states in which they are located and for 
contributions from the counties and 
states in proportion to the public 
benefits. 

This would place reclamation enter- 
prises in much the same class as public 
utilities generally, and they might be 
operated in the manner common to 
community-owned public utilities—by 
charging rates for the service rendered 


and meeting payments on indebtedness 
and operating expenses from general 
property taxes in case the revenue from 
rates is not sufficient for this purpose. 
It would be necessary to base rates on 
what the traffic can bear rather than on 
a reasonable return on the investment, 
but this may be justified on the ground 
of public benefit. In the opinion of the 
writer this is the most probable line of 
development in reclamation finance, 
aside from government enterprises. 
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THE DEVELOPMENT OF 
PUBLIC LAND POLICY IN AUSTRALIA’ 


By WILLIAM H. WYNNE 


began in 1788 with the landing of 
a thousand souls on an unexplored 
territory close to where now stands 
Sydney. Of these, one-third were ma- 
rines, and the remainder convicts for 


colonization of Australia 


whom, after the Revolution, there was . 


no longer an outlet in America. 

During the first few years little prog- 
ress was made toward rendering the 
penal colony self-supporting. The task 
of clearing the land was arduous, and 
the work of preparing the seed-bed not 
less laborious, for hoes and spades— 
and those of poor quality—were the 
only farm implements available. The 
convict laborers took little interest in 
these operations and proved extremely 
ineficient. Marines as well as prison- 
ers were drawn mainly from large 
towns, and there was indeed hardly a 
man in the settlement who had any 
practical knowledge of agriculture. To 
make matters worse, drought was 
prevalent. As a consequence, on more 
than one occasion, when supplies from 
England were belated, the colony was 
on the point of famine, and doubts were 
freely expressed in England as to 
whether it was worth keeping. 

The discovery that the colony was 
admirably adapted for the raising of 
merino sheep dispelled these gloomy 
fears. 


*This is the first of two articles, summarizing 
an extensive piece of research (written between 
1922 and 1924 and based on first-hand documen- 
tary sources of information) which the author 
hopes to be able to publish shortly in book form. 


After long negotiations 


wearisome delays, Captain Macarthur, 
an officer of the garrison, obtained 
from the Imperial Government a grant 
of 5,000 acres in New South Wales 
upon which to conduct sheep-raising 
experiments—with the promise, if they 
proved satisfactory, of an additional 
5,000 acres. He succeeded beyond all 
official expectations, and before many 
years had passed, the mother country 
was crying aloud for more and more 
colonial wool. 


The Free Grant System 


From the beginning it had been the 
practice of successive governors, in 
accordance with their instructions, to 
allot small grants of land to marines 
and discharged convicts who wished to 
become settlers. Such a policy ceased 
to be adequate when the pastoral possi- 
bilities of the colony were revealed, and 
it was then seen to be essential to 
attract able and well-to-do men to the 
colony and to allot them large tracts of 
land as pasturage for their stock. Ac- 
cordingly, during the next few years, 
several grants of land, varying in size 
from 1,000 to 8,000 acres, were made 
to suitable English emigrants. After 
1810, intending settlers were merely 
furnished by the Home Government 
with an Order directing the governor 
of the colony to grant them a holding 
proportionate in area to the capital they 
had available for investment in the col- 
ony, the precise amount to be allotted 
being thus left to his discretion. For 


i 
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some years the governor established no 
uniform rule as a basis for the alloca- 
tion of grants, but in 1821 he found it 
necessary to do so, for in that year the 
influx of settlers began to be much 
heavier than before. According to the 
scale drawn up, the maximum grant 
obtainable by any settler, whatever his 
capital, was set at 2,000 acres. But 
stock increased rapidly, and as even 
2,000 acres sufficed to graze only about 
200 head of cattle or 600 sheep, it was 
not long before many settlers found 
that their holdings were more or less 
inadequate. 

To meet this situation, regulations 
were drawn up in 1823 providing for 
the sale of land, and from that year 
until 1831 the free grant system and 
the sale policy were maintained side by 
side. During these eight years, how- 
ever, the total area of land sold in New 
South Wales amounted to only 13,672 
acres. The explanation of this some- 
what surprising fact is a threefold one. 
In the first place, any settler who could 
obtain a free grant naturally preferred 
to do so rather than to buy land at $s. 
or more an acre, for although the grant 
was subject to a small quit-rent, it was 
notorious that this rent was seldom col- 
lected and that little or no attempt was 
made to enforce payment. Secondly, 
settlers who found their holdings too 
small simply pastured their stock on 
unalienated land, thus giving rise to the 
great squatting problem—to be dis- 
cussed later—which forms the central 
feature of Australian land history. 
Finally, the Home Government itself 
did much to defeat the sale policy, for 
while the colonial governors rarely 
gave a grant larger than the stipulated 
maximum of 2,560 acres,” the former 
made, between 1822 and 1830, several 


*The maximum was raised from 2,000 to 
2,560 acres in 1826. 


grants considerably in excess of this 
area. Various individuals were as. 
signed holdings ranging from 10,000 
to 15,000 acres, while, overshadowing 
all, a huge grant of 1,000,000 acres was 
bestowed on the Australian Agricultural 
Company, a company formed in En- 
gland by many prominent persons for 
the development of the pastoral indus. 
try in New South Wales. 

Such rapid strides did the sheep 
industry make that by 1833 the annual 
exports of wool exceeded 1,700,000 
Ibs. Meanwhile, although the popula- 
tion had reached 60,794, and over 
4,000,000 acres of land had been alien- 
ated, only 60,520 acres had been 
brought under cultivation. The rea- 
sons for the backwardness of agricul- 
ture are not far to seek. The labor 
question presented the first difficulty. 
To make tillage possible the land had 
to be cleared, and even after this was 
done, farming on a given scale required 
many more workers than comparable 
stock-raising operations. Convicts were 
practically the only available laborers; 
these were parceled out among free 
settlers as “‘assigned servants,” but as 
immigration increased, the supply of 
convict labor became too short to per- 
mit of extensive cropping; and while 
“government men’’ proved most ineff- 
cient as agriculturists, they made fair 
shepherds. Furthermore, although 
grantees were required, under penalty 
of forfeiture, to cultivate a certain pro- 
portion of their land, the administration 
was too weak to enforce this obligation, 
and indeed made practically no attempt 
to do so. The primary cause, though, 
of the slow progress of agriculture was 
the fact that it offered no prospect of 
gain comparable with the returns 
obtainable from wool-growing. Farm 
produce was salable only in an ex- 
tremely restricted local market, while 
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for wool there was an unlimited de- 
mand, at good prices, in England. ~ 


The Wakefield Theory 


In 1831 the free grant system was 
abolished, and sale by auction at a mini- 
mum price of 5s. an acre was instituted 
as the sole method of land alienation. 
In making this change the British 
authorities were influenced by the 
theories of that eager and imaginative 
colonial reformer, Edward Gibbon 
Wakefield, and at this point a brief 
exposition of his views becomes neces- 
sary. Pointing to the slow growth of 
settlement in Australia and other Brit- 
ish colonies, Wakefield declared that 
this was directly attributable to the free 
land policy. The one means, he be- 
lieved, by which more rapid progress 
could be ensured, was to reproduce in 
the colonies the capitalistic methods of 
agriculture which obtained in England. 
But while any colonist could easily be- 
come a small landowner, few would 
work as hired laborers; and in the 
absence of an efficient labor supply, cap- 
italists knew it was hopeless to enter 
agricultural pursuits. The remedy was 
patent, argued Wakefield; no more free 
grants should be given, and a price 
should be put upon all Crown land, high 
enough to make it impossible for a set- 
tler without means to obtain land until 
he had worked and saved as a hired 
man for a few years. The proceeds 
should then be used to provide assisted 
passages for selected immigrants from 
England. With a permanent labor 


supply thus assured, capitalists would — 


be attracted, and rapid agricultural 
development and close settlement would 
follow. 

The new land policy gave cold com- 
fort to Wakefield. He regarded a price 
of 5s. an acre not as an adoption of his 


policy, but “as just such a colorable 
adoption of it as to bring it into dis- 
credit.”* He continued through a 
dozen channels of propaganda to dis- 
seminate his ideas, insisting primarily 
on the need for establishing what he 
called a “sufficient” price, but just how 
high in the case of any particular col- 
ony this price should be, he could never 
be induced to say. 


The Application of the Theory in the 
Founding of South Australia 


In 1836 practical effect was given to 
Wakefield’s theory by the founding of 
a model colony—South Australia. Land 
was sold at £1 an acre, and emigration 
was financed by the proceeds on such a 
scale that in four years the population 
exceeded 15,000. But the bulk of the 
settlers remained in the townsite, Ade- 
laide, and engaged in feverish specula- 
tion in town lots. Meanwhile famine 
was staved off by food supplies drawn 
from New South Wales, and gainful 
employment was provided for those 
who had no means by an extensive 
system of public works financed by 
loans raised in England. For a time 
all went merrily; but in 1840 the credit 
of the colony fell to zero, the land 
bubble burst, and only financial aid from 
the British Government saved the col- 
ony from ruin. Sadder and wiser, the 
colonists then turned to agriculture, 
though on a small scale, and by rigid 
retrenchment the colony was soon 
placed on its feet again. 

The misfortunes of these early years 
are attributable in the main to defec- 
tive organization, lack of preparation 
for receiving a large army of immi- 
grants, and maladministration after 


Evidence before the “Select Committee on 
Waste Lands” (reply to question 731) ; Parliamen- 
tary Papers, 1836, Vol. XI. 
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they arrived, rather than to inherent 
defects in Wakefield’s theories. Wake- 
field himself, it must be noted, took no 
active part in the practical conduct of 
the experiment. The experience of 
South Australia did reveal, however, 
at least one weak link in his chain of 
argument. ‘Nothing,’ he wrote, 


“would show more plainly to what 
extent the demand for labor had 
increased half so distinctly as the 
amount of land sold.” He appears 


SKETCH MAP OF SOUTH-EAST AUSTRALIA 
Showing the Location of the Original 19 Counties 


hardly to have realized that land might 
be bought as a speculation, for purposes 
of resale and not for cultivation. Yet 
in fairness it must be added that had 
the enterprise been more competently 
managed, speculation would never have 
assumed the proportions it did. All of 
the arrangements for the sale of land 
in England were such as to give a great 
stimulus to jobbing. The colony was 
puffed and lauded by all the arts of the 
land-agent—by enchanting pictures, 
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highly imaginative pamphlets, and 
exaggerating prospectuses. Very little 
land had been surveyed for settlement 
by the time the first shipload of settlers 
arrived, and the progress of the surveys 
continued to be slow. This circum- 
stance tended to concentrate settlers in 
the town and thereby to intensify specu- 
lation. 


The Wakefield System in New South 
Wales 


In 1839, due largely to Wakefield’s 
influence, the British Government 
raised the price of land in New South 
Wales to 125. an acre, and in 1842 
made a further increase to £1 an acre. 
Between 1832 and 1848, under this 
sale policy, over 2,000,000 acres of 
land were sold in New South Wales, 
and the proceeds used to assist an army 
of British emigrants to reach Australia. 
These immigrants in time swamped the 
convict element, played a large part in 
forcing the mother country to abolish 
the hideous transportation system, and 
hastened the advent of responsible self- 
government. State-aided emigration, 
which, curiously, Wakefield regarded as 
the least essential part of his scheme, 
proved in fact the one element of per- 
manent value in it. But the policy of 
land sales gave little impetus to agri- 


culture, for in these 16 years only 


100,000 acres of additional land were 
brought under cultivation, while ex- 
ports of wool increased by leaps and 
bounds and flocks multiplied so rapidly 
that by 1848 the sheep in the colony 


numbered over 11,500,000. Wake-| 


field’s doctrine worked out indeed 


‘Coghlan, Sir T., Labor and Industry in Aus- 
tralia, Vol. I, p. 506. 

‘Originally the term “squatter” had in Australia 
the connotation it has in America, but in time it 
came to be used merely as a synonym for “pas- 


quite otherwise than he anticipated. 
Capitalists turned, not to farming, but 
to the easier, freer, and more profitable 
pursuit of sheep-raising, while most of 
the immigrants whose passages were 
financed out of the proceeds of land 
sales became shepherds or town work- 
ers, not agricultural laborers. Agricul- 
ture remained the occupation of the 
small settler who, “with his family, sup- 
plied most of the labor that his holding 
required.’”* 


The Rise of the Squatter® 


The most significant aspect of land 
settlement in New South Wales in 
1848, however, was not that over 
6,000,000 acres of land had been alien- 
ated, but that 180,000,000 acres of 
Crown land were occupied for pastoral 
purposes. We must now retrace our 
steps and examine the many difficult 
problems of land policy with which in 
the course of this remarkable pastoral 
development the government had been 
confronted. 

For a quarter of a century after the 
founding of New South Wales, settlers 
were hemmed in by the Blue Moun- 
tains, a wide, plateau-like range which 
traverses the state’ from north to 
south, forming a coastal region with an 
average width of less than 50 miles. 
The land in this region was mainly for- 
est, in general sufficiently open to 
provide pasturage, but in parts densely 
wooded, while the alluvial valleys were 
subject to occasional floods. As sheep 
and cattle multiplied, the need for fur- 
ther dry and open pastures became 
urgent. Several unsuccessful attempts 


toralist,” in which sense it is here employed. 

* When, on January 1, 1901, the federated Com- 
monwealth of Australia was established, the desig- 
nation of the six member “colonies” was changed 
to that of “states.” 


ight | 
Oses 
Yet 
had | 
ntly 
lave | 
ll of | 
land 
reat | 
was | 
res, 
i 


446 


were made to pierce the mountain bar- 
rier, but not until 1813 was victory 
achieved. The day when the proud 
explorers burst through the pass and 
looked out upon the illimitable grassy 
plains stretching westward beyond the 
horizon was a momentous one for 
Australia, for there lay a new Canaan, 
with the promise of pastoral wealth 
untold. 

Yet the joy of the governor and his 
officials was tempered with misgiving, 
for the wider the area over which set- 
tlement spread the more difficult 
became the problem of administration, 
while the path that now lay open to 
the stockman might equally afford an 
avenue of escape to the felon. Mac- 
quarie, the governor, curtly announced 
that pending the arrival of instructions 
from England he would grant not an 
acre beyond the mountains, and warned 
settlers that they would not even be 
allowed to visit the newly discovered 
territory without a written pass from 
him. But the land-hungry pastoralist 
was too impatient to await either the 
deliberations of the Colonial Office or 
the gubernatorial sanction, and soon an 
army of scraggy sheep was streaming 
through the pass. 

Bowing to the inevitable, Macquarie 
next endeavored to control the situation 
in some degree by issuing to approved 
persons “tickets of occupation,” enti- 
tling them to graze their flocks where 
they wished. No rent was demanded, 
and these “tickets” were little more 
than certificates of character designed 
to keep ex-convicts of doubtful reputa- 
tion under the eyes of the authorities. 


- In 1826 the free grazing policy, to- 


gether with the issue of “‘tickets of occu- 
pation,” was abandoned, and, in its 
stead, pasturage was offered on a yearly 
lease at the rate of £1 per 100 acres. 
In 1829, in accordance with instruc- 
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tions from England, the land comprised 
within the existing frontiers of settle- 
ment—about 24,000,000 acres—was 
subdivided into 19 counties; this area 
thereupon became officially known as 
the “settled districts,” the outer dis- 
tricts being termed “unsettled.” The 
dividing line was aptly designated the 
“limits of location,” for beyond it the 
government refused either to rent, 
grant, or even—after the abolition of 
free grants in 1831—to sell land. 

Macquarie had found it impossible 
to hold a gap in the mountains against 
the pressure of the eager pioneer; it 
was futile to hope that the tide of set- 
tlement could be dammed behind a mere 
arbitrary boundary across a_ plain. 
North, south, and west, the explorer 
discovered new, rich, grazing country, 
and everywhere the sturdy squatter fol- 
lowed close in his wake. 

Not until 1836 were the first steps 
taken to systematize this phase of set- 
tlement. In that year regulations were 
framed providing that for a yearly fee 
of £104 settler might obtain a license 
entitling him to graze stock outside the 
limits. But the licensee was warned 
that any improvements he effected on 
the land he occupied would be at his 
own risk, for the Crown reserved the 
right to resume possession at any time 
without offering any compensation. 

Steadily the pastoralist advanced 
inland, and by 1843 the population be- 
yond the boundaries numbered 10,000, 
while 390,000 cattle and horses and 
Over 3,000,000 sheep were pastured 
there—or nearly two-thirds of the live 
stock in the colony. Liable as they 


were to dispossession at the will of the © 


Crown without compensation, squatters 
hesitated to erect any extensive im- 
provements on their runs, or to estab- 
lish settled and comfortable homes. 
But as they grew in wealth and numbers 
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they began to agitate for a more sat- 
isfactory tenure. Their demands were 
threefold: a preemptive right to 
purchase the land on which they had 
made their permanent improvements; 
compensation for the value of these 
improvements if the land on which they 
stood was sold or the land let to an- 
other; and, lastly, in place of a precari- 
ous annual license, an indefeasible lease 
for a term of 21 years. 


The Squatters’ Struggle for Their 
Claims 


The squatters fought tenaciously and 
bitterly to gain their ends. It is pos- 
sible here merely to indicate the chief 
phases of the struggle, but the full 
record constitutes one of the most im- 
portant and vivid chapters in the 
political history of Australia. The 
brunt of the battle fell upon the gov- 
ernor, Sir George Gipps, for reasons it 
is necessary briefly to explain. Prior 
to 1842 changes in the land regulations 
of the Australian colonies were made 
at the direction of the Colonial Office, 
and it was at the mere ipse dixit of a 
Secretary of State that free grants 
were abolished and the price of land set 
first at 5s. an acre and raised later to 
12s. This backstairs policy was vigor- 
ously condemned in England by 
Wakefield and his disciples, and 
through their influence colonial land 
questions were brought into the open 


arena of parliamentary debate. As | 


a result, in 1842, an Act was passed 


(the Imperial Waste Lands Act), © 


applicable to South Australia as well 


as to the older colonies, which for the 


first time placed their land system on a 
statutory basis. This act provided that 
all Crown land for sale should be put 
up for auction and that the maximum 
upset price should be £1 an acre; but 


the enactment left untouched the great 
squatting problem, for it contained no 
provisions respecting the occupation, as 
distinct from the sale, of land, other 
than one throwing upon the governor 
the burden of framing suitable reg- 
ulations. 

The powers left to the governor 
were exceedingly onerous, for by this 
time New South Wales had a Legisla- 
ture two-thirds elective, and although 
the control of land policy was withheld 
from this body, yet any action the 
governor might take in land matters in 
opposition to its wishes could easily be 
given the color of direct antagonism to 
the democratic aspirations of the colon- 
ists. Gipps urged the Home Govern- 
ment to take the matter out of his 
hands, but meanwhile he was not the 
man to shrink from his responsibilities. 
He realized clearly that the pastoral 
industry was by far the most important 
in the colony, and he was anxious to 
afford it every encouragement; but at 
the same time he was determined to do 
nothing to jeopardize the Crown’s right 
of ownership over the vast grazing 
areas which might in time prove suit- 
able for more intensive settlement. 
Accordingly he opposed the grant of 
long leases, for if the squatting element 
continued to be the most powerful in 
the Legislature, there was danger, he 
feared, that before the 21-year leases 
expired they would be converted into 
freeholds. 

In 1844 the governor made his first 
concession. Regulations were pub- 
lished offering every squatter an oppor- 
tunity to purchase at auction 320 acres | 
of his run for a homestead, with a 
guaranty to the purchaser that his graz- 
ing license would be renewed annually 
for a period of 8 years. The purchaser 


_ of the homestead, whoever he might be, 


was to have the right to the run, but 
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the squatter, if outbid, was to be 
compensated for his improvements. 
Gipps realized the unsatisfactory nature 
of the auction provision, and favored 
the granting to the runholder of a pre- 
emptive right to purchase a homestead, 
but the governor had no power to 
confer any such privilege until the 
Imperial Land Act of 1842 had been 
amended to permit sale by preemption. 

Realizing that the ultimate disposi- 
tion of their claims rested with the 
British Parliament, the squatters, with- 
out ceasing their pressure upon the 
governor, extended their campaign to 
England. They sent deputations to 
cabinet ministers, enlisted the active 
support of prominent merchants and 
bankers, and engaged a member of the 
House of Commons as their spokesman 
in the Legislature. For two years they 
worked and lobbied, and then success 
came. By the Australian Waste Lands 
Act of 1846, supplemented in the fol- 
lowing year by Orders-in-Council, New 
South Wales was divided into three 
districts, termed ‘“‘settled,” ‘‘intermedi- 
ate,” and “unsettled,” respectively. The 
first comprised the 20 counties (one 
had been added to the original 19), 
land within 3 miles of the sea and 2 
miles of certain rivers, and belts of land 
around the main towns varying from 
10 to 15 miles in width. An area about 
twice as large was embraced in the 
intermediate districts, while the remain- 
ing inland region constituted the unset- 
tled districts. In the settled districts 
leases were granted for only 1 year, in 
the intermediate for a term of 8 years, 
and in the unsettled for 14 years. The 
squatters had good cause to be satisfied 
with this measure, for though they 
obtained leases for only 8 to 14 years 
instead of for 21 years, they acquired 
the right of preemption and of com- 
pensation for improvements, not only 


over a homestead area, but over the 
whole of their runs. The security of 
tenure thus gained encouraged them to 
improve their holdings by fencing, by 
building better houses and woolsheds, 
by breeding better stock, and by digging 
wells and dams, while the long lease 
and right of preemption added substan- 
tially to the value of a run. 


To What Extent Did the Legislation 
of 1846-1847 Check the Progress 
of Settlement? 


But the squatters were not long left 
to enjoy their victory in peace, for in 
1851 the discovery of gold brought an 
army of adventurers to Australia and 
forced new land problems sharply to 
the front. A year previous, the south- 
ern portion of New South Wales had 
been made a separate colony—Victoria 
—and during the ensuing decade popu- 
lation in both mother and daughter 
colony, especially the latter, grew rap- 
idly, as Table I shows. 

A few months, or even weeks, sufficed 
to convince many of the gold seekers 
that the game was not worth the can- 
dle; moreover, by 1855 surface mining 
had largely given way to deep mining 
by commercial companies. Almost from 
the outset of the gold discoveries there 
was, in consequence, a steady stream 
of men turning from the diggings to 
seek other occupations. Among those 


I. PopuLaTION GrowTH oF VIC- 
TORIA AND NEw SouTH WALEs, 


1851-1861* 
Year Victoria New 
South Wales 
1851 777,000 191,000 
1855 347,000 266,000 
1861 539,000 351,000 


*Population to the nearest thousand. 
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who had accumulated a little money or 
retained part of the capital they may 
have brought to the colonies, there were 
many who wished to settle on the land. 
The supply of Crown land in the mar- 
ket suitable for small holders was, 
however, insufficient to meet the 
demand, and the cry arose that by 
the Act of 1846 and the Orders-in- 
Council the British Government had 
surrendered the land for 14 years into 
the grip of a handful of squatters, 
thereby blocking the progress of 
settlement. 

The opinion is fairly generally held 
that the leases conferred under the 
Imperial Act were a serious barrier to 
closer settlement, but analysis shows 
that this view is largely untenable. In 
New South Wales the land allotted 
under 14-year leases was well in the 
interior, where drought precluded any 
extensive cultivation; the intermediate 
districts, it is true, contain an abun- 
dance of good farm land, but there only 
8-year leases were granted, and, owing 
to the complete absence of railways, 
there was little likelihood that much 
agricultural development would be prac- 
ticable before the leases expired. The 
absolute right of preemption proved a 
more formidable obstacle to settlement 
than the leases. For, although the 
government reserved the right to put 
up for auction at the end of each year 
any portion of a run, the leaseholder 
could exercise his preemptive right to 
purchase such lots at the price of £1 


an acre, and indeed squatters used this 


right freely to buy up some of the 
choicest parts of their holdings. In the 
settled districts land was barred to set- 
tlers neither by leases nor preemptive 
rights, but there the mainspring of the 
trouble was the inability of an under- 
staffed Survey Department to measure 
land and put it up for sale fast enough 


to meet the demand. Progress was the 
slower because the coastal region is 
rough and broken, and unalienated land 
suitable for small holdings lay only in 
patches scattered here and there. 

In Victoria, the Orders-in-Council 
threatened to prove more injurious to 
settlement. The 31,000,000 acres 
which in 1851 were held under license 
were much nearer the coast than the 
great pastoral areas of New South 
Wales, and included much land capable 
even at this time of being easily and 
profitably cultivated. Moreover, as the 
growth of population had been much 
greater in Victoria—due to the fact 
that the main goldfields were situated 
there—the demand for land was nat- 
urally much keener than in the older 
colony. Latrobe, the lieutenant-gover- 
nor of Victoria, set out resolutely to 
minimize the evils he foresaw. Before 
formal leases could be issued, it was 
necessary to survey the boundaries of 
runs. By making the most of the 
scarcity of surveyors—a scarcity more 
acute even than in New South Wales— 
and by taking advantage of other means 
of delay, Latrobe was able to put off 
the granting of leases, and, at the same 
time, despite loud outcries from the 
squatters, to set aside nearly 1,000,000 
acres of good land as reserves for 
settlement needs in the near future. His 
position was considerably strengthened 
by the approval of the Home authori- 
ties—to whom he referred the whole 
problem—with the result that the 
Orders were never put into operation, 
and, instead of leases, the squatters 
were merely given as before annual 
licenses which were renewed each year. 
Meanwhile they were allowed only a 
very limited right of preemption, and 
as much land as possible was brought 
into the market. After Latrobe re- 
signed (in 1854) this policy was 
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adhered to by his successor, and in 
1861, the year in which the full 
term of 14 years contemplated by the 
Orders expired, the squatters still held 
their runs on annual licenses, and waited 
for leases which had never been issued. 


The Reaction against the Squatters 


The Waste Lands Occupation Act of 
1846 and the Orders-in-Council mark a 
watershed in the development of Aus- 
tralian land policy, for they constituted 
the final attempt of the Imperial 
Government to frame land laws for the 
Australian colonies. In 1855 the col- 
onies were granted responsible self- 
government, and with it the right to 
reshape their land policy as they 
wished. 

The most pressing economic problem 
facing the newly aggrandized govern- 
ments in Victoria and New South 
Wales was how to help men who wished 
to establish themselves on small hold- 
ings. Loudly colonists proclaimed that 
the squatters blocked the path, monop- 
olizing the best lands and holding as 
sheep runs the ample appanage which 
might otherwise be dotted with smiling 
homesteads. Prominent among the 
malcontents were many educated men 
of radical views—chartists from 
England, and refugees from the revolu- 
tion-swept continent—who had come to 
Australia in the gold rush. These 
denounced the territorial magnates on 
the platform and in the press, and de- 
manded that the government should 
unlock the lands for settlement. 

Despite the wide-spread cry for leg- 
islation to facilitate the settlement of 
small holders, many years elapsed 
before a new land act was passed. The 
party spirit was so weak in the legis- 
lative assemblies, and the variety of 
opinions so great, that land bill after 


land bill was rejected and ministry after 
ministry overthrown. 

In giving evidence before a select 
committee of the Legislative Council of 
New South Wales in 1855, John 
Robertson (afterwards Sir John), a 
prominent and old established ‘settler, 
maintained that a great deal of the land 
held under pastoral lease was suitable 
for agriculture; and the solution to the 
land problem and the remedy for the 
backwardness of agriculture lay, he 
declared, in free selection before survey 
and the sale of land on easy credit 
terms. If only settlement were facili- 
tated by these means, a class of small 
yeoman farmers would spring up, he 
believed, and agriculture would flour. 
ish. The cry of “free selection before 
survey’ was taken up and became the 
slogan of advanced land reformers in 
Victoria as well as in New South 
Wales. 

But no free selection measure was 
likely to be passed by a legislature in 
which the squatters held the balance of 
power. Hence, after a long struggle a 
new electoral law was passed in New 
South Wales, extending the franchise, 
and increasing and redistributing seats 
in such a way as to increase materially 
the political representation of the 
towns. This done, and an election 
fought and won on the issue of “free 
selection before survey,’ Robertson, 
who had become Minister for Lands, 
succeeded, in 1861, in piloting through 
to the statute book of New South 
Wales two measures embodying his 
policy. 

The first of these—the Crown Lands 
Occupation Act—provided that pas- 


toral leases should be renewable at f 


their expiration, not for 8 or 14 years, 
but only for 5, and, in addition, cur- 
tailed the right of preemption to a 
minimum. 


—= 
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The second—the Crown Lands 
Alienation Act—provided that after 
January 1, 1862, any person might 
select from 40 to 320 acres of Crown 
land—surveyed or unsurveyed—and 
acquire it as a homestead by paying £1 
an acre over a period of 3 years, pro- 
vided that he resided on it during that 
time and made improvements to the 
amount of the purchase price. 

The new land policy still permitted 
sale by auction, but for land purchased 
in any other manner than by conditional 
selection, payment in cash was required. 


Free Selection Policy in Operation 


The Robertson Acts were amended 
in certain respects in 1875, and again 
in 1880, but it was not until 1884 that 
they were repealed and new legislation 
introduced. During the 23 years the 
acts were in operation, over 23,000,000 
acres were sold conditionally—of which 
6,000,000 acres, through cancelation or 
forfeiture, reverted to the state—and 
nearly 16,000,000 acres by direct sale. 
This enormous alienation of land, 
totaling 33,000,000 acres, or nearly five 
times the total area of land alienated 
prior to 1861, was accompanied by an 
addition to the arable acreage of the 
colony of only 550,000 acres—an area 
equivalent to only about one-sixtieth of 
the land sold. It is clear, therefore, 
that the Free Selection Act did little 
if anything to stimulate the progress 
of agriculture. Meanwhile, the sheep 
in the colony multiplied fivefold, and 
in 1884 the colony appeared even more 
definitely pastoral in character than in 
1862. 
But. though Robertson’s Alienation 
Act failed to achieve one of the funda- 
mental aims of its promoter, it 


undoubtedly made it easy for people 
who wished to do so to obtain access 


to the land. To what extent, then, was 
a class of small holders, engaged in 
either pastoral or agricultural pursuits, 
established ? 

The Robertson Act threw open to 
selection practically the whole of the 
unalienated land of the colony, includ- 
ing land held under lease. But the men 
who had fought for years to acquire 
some security of tenure, and then, by 
the erection of good buildings, by fenc- 
ing, and by the digging of wells and 
dams, had considerably enhanced the 
value of their runs, soon showed that 
they were not prepared to surrender 
lightly the choicest parts of their hold- 
ings to invading selectors. The field 
was set for a clash of interests, and for 
many years the colony was plunged into 
a species of agrarian warfare. The 
squatter had to fight, not only the bona- 
fide selector, but also those unscrupu- 
lous persons who before long began to 
take up, as a conditional purchase, land 
containing watering places, or land 
close to the cattle camp of a station, 
with the sole object of compelling the 
squatter to buy them off. The only 
means by which the squatters could 
protect themselves was to forestall the 
selector by acquiring the freehold of 
strategic points on their runs. Accom- 
modated liberally by the banks, they 
bought large quantities of land—some 
by virtue of their remaining preemptive 
rights, and some through the use of 
Volunteer Land Orders.’ But the bulk 
of the squatters’ purchases were made 
in the auction room. In all probability 
the government which passed the Act 
of 1861 never intended that large areas 


"By the Volunteer Act of 1867 every member 
of the Defence Force became entitled after 5 years’ 
service to one of these Orders, exchangeable for 
the freehold of 50 acres of Crown land; subse- 
quently these Orders were made freely trans- 
ferable. 
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of land should be sold by auction, this 
being retained merely as a subordinate 
method of sale which would prove ad- 
vantageous to new settlers who pos- 
sessed some capital. However, the 
vigorous policy of railway extension and 
public works upon which, about 1872, 
the government embarked, necessitated 
an increase in the revenue, and the 
short-sighted ministries of the day, 
anxious primarily to fill the Treasury, 
made no attempt to check the alienation 
of the public domain. The squatters 
met with little competition at the sales, 
for few other colonists were prepared 
to buy for cash, and they themselves 
maintained either tacit or open agree- 
ments to refrain from competitive 
bidding. 

To circumvent the selector, the run- 
holder resorted also to other devices, 
less legitimate than open purchase. Of 
these, vicarious selection, or “dummy- 
ing,” as it was termed, was the chief. 
The dummies were usually overseers, 


shepherds, or other servants, who took 
up selections on their employer’s run, 
ostensibly for themselves but actually 
with the intention of transferring them 
at the earliest possible moment to the 


squatter. Dummying, though, was a 
two-edged weapon, and, occasionally, 
selectors who had obtained a footing on 
the land wielded it with success to 
accumulate larger holdings for them- 
selves. 

In large measure, however, this prac- 
tice was the consequence of lax 
administration rather than of ‘he 
defects of the act itself. Dw ae 
first few years the law was in operauun, 
no special officers were appointed to 
see that the selector resided upon and 
improved his holding, a solemn declara- 
tion by the latter that he had duly 
performed the duties required of him 
being accepted as satisfactory evidence. 
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Wide-spread perjury was the inevitable 
result; and although in time inspectors 
were appointed, they were too few in 
number to be able to report on each 
case, and dummying and false declara- 
tions still continued. 

In 1883 two commissioners were 
appointed to investigate the working of 
the act. Their report® showed that 
although to the end of 1882, 170,000 
selections had been taken up—of which 
40,000 had for one reason or another 
become invalid—less than 20,000 were 
at that date occupied as homesteads by 
resident selectors. Thus the establish- 
ment of less than a thousand home- 
steads a year was the net result of a 
policy designed to settle a flourishing 
yeomanry on the soil, a result which, 
considered in relation to the growth of 
population,® afforded as little ground 
for satisfaction as the correspondingly 
small progress in cultivation. The act 
did indeed enable the genuine home- 
seeker to obtain a holding, but, all 
things considered, this advantage was 
conferred on him at too great a cost 
to the state. Prior to 1861 there were 
few large freehold estates. By 1882 
there had been built up 193, each over 
20,000 acres in area, including 13 mam- 
moth holdings ranging in size from 
100,000 to 300,000 acres. The latter 
were located mainly in Riverina—a 
region in the intermediate district, 
whose wheat-growing possibilities were 
soon to be realized—and had all been 
formed subsequent to 1861. During 
the quarter-century the Robertson Act 
was in operation, the tenure under 
which a large proportion of the occu- 
pied land in the eastern half of 


*See Votes and Proceedings of the Legislative 
Assembly of New South Wales, 1883, Vol. II. 

*The population of New South Wales was: At 
the beginning of 1862, 358,000, at the beginning of 
1883, 811,000 
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New South Wales was held was 
changed from leasehold to freehold. 
Thus, in that district at any rate, the 
squatter ceased to be a mere pastoral 
lessee of the Crown, and became a 
great private landowner. This aggre- 
gation of huge freehold estates was the 
most momentous outcome of the agra- 
rian conflict. 

The free-selection-before-survey pol- 
icy was adopted by Queensland and 
Victoria also, but in neither of them 
were its consequences so harmful as in 
New South Wales. In Queensland an 
endeavor was made to avert a conflict 
by giving squatters a secure tenure of 
part of their runs to the exclusion of 
selectors. In Victoria practically the 
whole colony was indeed thrown open 
to selection, but the sharp restriction 
of preemption rights and the limitation 
of auction sales to 200,000 acres a 
year prevented the wholesale purchase 
of land by squatters, while more effec- 
tive administrative safeguards were es- 
tablished to combat dummying and 
other notorious abuses. Despite the 
stringent conditions which selectors 
were required to fulfil, large areas of 
land were taken up by them, and they 
made steady progress in agriculture. 
But geographical conditions were in 
their favor. A great part of Victoria 
possessed a soil and climate suitable for 
agriculture, while selectors had com- 
paratively easy access, by road or rail, 
to Melbourne, the chief market for 
their produce. 


The Moral of the Tale 


From the very beginning of Robert- 


son’s policy, far-sighted men _ had 


predicted its probable consequences, 
and had urged that instead of throwing 
open for conditional purchase land 
which was simultaneously held under 
lease, areas fitted in respect to situa- 
tion, soil, and climate for agricultural 
development should be withdrawn from 
lease, and selection confined to them. 
But Robertson and his colleagues con- 
tended that the dangers of indiscrimi- 
nate free selection were much less to 
be feared than the partiality the gov- 
ernment might exercise if it were 
required to select from areas already 
occupied by squatters land suitable for 
settlement by small holders. For in- 
dulging these nice scruples the country 
paid a heavy price. 

The Agrarian Act of 1861 had this 
serious defect in common with the 
Wakefield system which it displaced— 
it provided that anywhere throughout 
the length and breadth of a colony with 
so varied a soil and climate as New 
South Wales land might be alienated 
upon the same terms and conditions. 
The poor success of both policies in 
stimulating agriculture made it plain 
that where economic and geographic 
factors are unfavorable, even the most 
liberal land laws can do little to pro- 
mote close settlement. Moreover, 
these experiences brought home to the 
Australian colonies the lesson that, to 
insure such a disposition of the remain- 
ing Crown land as would best serve the 
public interest, it was essential that this 
land should, as far as possible, not only 
be surveyed, but carefully classified. 
What course, in the light of this knowl- 
edge, land legislation has taken in the 
last 40 years, will be shown in a subse- 
quent article in this JOURNAL. 
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REFORM OF THE AGRICULTURAL LAND 
SYSTEM OF GREAT BRITAIN 


By J. P. MAXTON 


HE land question has always been 

a controversial problem in Great 

Britain. It has been brought for- 
ward recently, however, in a more 
urgent form than before, and a great 
amount of interest has been aroused 
abroad by the new developments of 
policy that have been recommended to 
deal with the situation. The report of 
the committee of the Liberal Party, * 
for example, has caused a little surprise 
in the United States. Its main interest 
in Great Britain itself has been the sug- 
gestion that it will cause a redistribution 
of political parties. 

From the point of view of the agricul- 
tural economist a more important con- 
tribution to the question has been made 
in a little book by C. S. Orwin, director 
of the Research Institute in Agricultural 
Economics, University of Oxford, in 
collaboration with W. R. Peel. ? 

Both the Liberal Party’s report and 
Mr. Orwin’s book come to the same 
ultimate conclusion in favor of some 
scheme of nationalizing land. Mr. Or- 
win’s analysis, however, is non-political 
and presents something of a new 
approach to the subject. This new 
approach puts the agricultural economic 
factor in the foreground. The old 
basis of moral right or wrong in the 
ownership of land is set aside, and 
academic problems of economic rent do 
not matter. A change is advocated for 
the economic interests of agriculture. 


‘Land and the Nation, Report of the Land In- 
quiry Committee of the Liberal Party, Hodder 
and Stoughton, London, 1925. 


No appeal is made by Mr. Orwin on 
any other grounds whatever. 

It is hoped, in this article, to develop 

Mr. Orwin’s argument in a way in which 
it may be understood best by students 
of the subject in the United States. 
Conditions in the United States are 
sufficiently dissimilar to make Mr. Or- 
win’s proposals seem much more revolu- 
tionary than they really are intended to 
be. 
“ It is proposed in this article to de- 
scribe the elements of the tenant system 
which have made it of real economic 
value to agriculture and to show that 
the new proposals appear to be best 
suited to the needs and to the habits of 
the British farmer. 


Evolutionary Aspects of English System 


No legislative body of men ever sat 
down and consciously chose the system 
of land tenure in Great Britain as the 
system which was either socially or 
economically the best. The system is 
entirely a historical development. Its 
deep foundation is made up of a few 
Roman relics, and of the remains of 
Celtic tribalism and Norman feudalism. 
The superstructure has been built up to 
meet the needs of growing industrialism 
and commercialism. Foundations, need- 
less to say, are always a very important 
factor in deciding the kind of building 
that will be erected. 

>The Tenure of Agricultural Land, vy C. S. 


Orwin and W. R. Peel, Cambridge University 
Press, London, 1925. 
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The historical side of the British 
land system has been given a great deal 
of consideration in English literature. 
It has raised the thorny controversy of 
the rights of ownership of land. The 
thesis that ‘economic rent” is robbery, 
or, at least, economically unjustifiable, 
has also been thoroughly argued in 
various economic works. For the pur- 
pose of showing the present situation, 
however, the righteousness or unright- 
eousness of the landowning system of 
Great Britain can be passed over. 


Description of System 


In the first issue of the JOURNAL OF 
Lanp & PusLic UTILITY ECONomICcs, 
Sir Henry Rew gave the following con- 
cise analysis of the system which has 
existed in Britain for over a century: 
“Under the typical English system, 
the landowner provides the land and 
permanent equipment. The tenant pro- 
vides working capital and manage- 
ment, and the laborer provides manual 
work.’”* 

The arrangement is not quite univer- 
sal. There are exceptions where, on a 
small holding, the labor is performed 
by the holder himself and his family; 
and secondly, where a man occupies a 
farm which he owns himself. In the 
first case, a specialized laborer is dis- 
pensed with; and in the second case, a 
specialized landowner is cut out. 

These exceptions form a very small 
part of the total. Table I shows how 
general is the main system, as Sir 
Henry Rew described it. 

Further allowance must be made for 
the fact that at least a fair proportion 
of the pre-war figures consists of what 


*Rew, Sir Henry, “Land Ownership in England 
since the War,” THe Journat or Lanp & Pustic 
Utmiry Economics, January, 1925, p. 18. 
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TABLE I. PERCENTAGE OF AGRICULTURAL 
LAND IN GREAT BRITAIN FARMED 
BY OwNERS* 


Country 1913 1923 


England and Wales. .| 10.65% | 24.2% 
Scotland............ II.0 18.7 


* Agricultural statistics for England and Wales for 1913 and 
1923. Also for Scotland. 


are called “home farms.” These are 
run in connection with the mansions of 
the landowners. They are not farmed 
primarily for profit. 

It can be seen how completely the 
tenant system predominates in British 
agriculture. In 1915, almost 90% of 
the land was farmed by tenants. 


Differentiation of Function 


This high percentage of tenancy is a 
feature which Americans find difficult to 
appreciate. It amounts to a differentia- 
tion of function—a form of specializa- 
tion. America considers the owning of 
land and the farming of land as one job. 
In Britain they are two separate jobs— 
the function of owning (or administer- 
ing, to avoid confusion with other 
aspects of “owning’’) land, and the 
function of farming land. 

In theory and in law, all land in Great 
Britain belongs to the Crown. In prac- 
tice, private individuals hold the land 
without legal question. The right of 
holding it from the Crown, however, 
may be said to imply a corresponding 
duty of administering it for the best in- 
terests of the community. 

Let us examine how this separation 
of function has operated in the past. 

View, first, the individual farm. The 
landowner provides the farm house, the 
byres or cattle sheds, the stables, barns, 
laborers’ cottages, fences, drainage, in- 
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II. Summary oF LOTTING IN 
YORKSHIRE ESTATE 


Type of Lot 


© 


arm 
Manor Farm (home farm) 
Small Holding 
Small Holding 
Small Holding 
Cottages and Gardens 
Small Holding 
Small Holding 
Cottages 
Old School House and 
Garden 


Total 1,789.5 


ternal roads and so forth.* He usually 
provides every form of capital, indeed, 
which has a considerable degree of per- 
manency. 

The tenant has complete control of 
the financial and technical operations of 
the farm. He provides all live stock, 
operating machinery, all manures (ex- 
cept sometimes lime) and the working 
expenses for the payment of labor, 
seeds, and so forth. In fact, he sup- 
plies all the temporary capital which 
requires yearly, or at least frequent, 
renewal. 

In Scotland there is usually a lease or 
agreement between the landowner and 
the tenant which fixes the conditions of 
tenancy for a period of, usually, 19 
years. The money rent and all provi- 
sions are clearly set down in writing. It 
is almost always drawn up by a lawyer 
and signed by both parties in the pres- 
ence of their legal representatives. 

The lease gives security of conditions 


“See Chart I and Tables II and III. 
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to both parties for a considerable 
period. It is not so necessary now un- 
der the provisions of the Agricultural 
Holdings Acts as it was in former 
days. 

Long leases are not common in Eng. 
land. In most cases, agreements, 
where they exist in writing at all, are 
from year to year, without any special 
renewal being made out. Formerly, 
this lack of satisfactory agreements 
covering a period of years led to much 
hardship and in many cases to petty 
tyranny. The Agricultural Holdings 
Acts, however, have remedied these 
hardships arising out of the old cus- 
tomary year-to-year tenancy system. 

Rent is paid yearly or half-yearly in 
cash. Share tenancy is very rare. For- 
merly, as late as the nineteenth century, 
the old “‘steel-bow” system was com- 
mon in Scotland. The landowner in 
steel-bow supplied most of the stock, as 
well as the land and the permanent 
equipment. Grain rents or produce 
rents persisted for a long time in some 
isolated parts, but they are extremely 
rare now. The rent was actually paid 
in money. The agreed rent was so 
many bushels of grain or pounds of 
produce. Each year the money rent 
was calculated from the average price 
per bushel or pound. The stipends of 
the clergy in Scotland are still com- 
puted on that basis annually, although 
they are actually paid in coin to save 
the clergy from becoming a serious 
menace on the grain and produce mar- 
kets. 


The Estate as the Unit of Landowning 


The real difference between tenancy 
as it exists in America and tenancy as 
it is in Great Britain can best be seen 
when we leave the consideration of the 
individual farm and pass to the estate. 


| 
Number 
of Lot | Acreage 
| 
265 Farm 
135 Farm 
130 Farm 
| 224 Farm 
| 144 Manor Farm (home farm) 
171 Farm 
147 Farm 
109 Farm 
10 2 
II 
&§ 12 
i 13 5 
14-21 incl. 2 
22 19 
23 7 
24-26 3 
27-28 
| 
| 
| 
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FOOT PATHS 


Layout of Typical English Estate * 


— 
* See Table II and Footnote 6 of the article. 


The farm is the unit of farming; the 

estate is the unit of landowning in Great 

Britain. 
Landowners as a class hardly exist 


in America. Men own several farms, 
but even where a man is the owner of a 
large number of farms, which he rents 
out, these are not necessarily contigu- 
ous. There are exceptions to that rule, 
of course, but, in the main, land is not 


owned permanently for renting . pur- 
poses in large continuous tracts as in 
Great Britain.® 

An estate in Great Britain means a 
stretch of land covering a large, fairly 


*The plantations of the southern states furnish 
interesting points of similarity in organization, on 
the one hand, and on the other hand, very great 
points of dissimilarity in function, from the Ep- 
glish estates. i 
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coordinated area, and owned by one 
man. Estates vary enormously in size. 
There has been no complete census of 
landowning taken since 1875, when the 
New Domesday Book was made up. 
From the material available there, 
many estimates have been made of the 
arithmetic average size of the estates 
in the country. Average figures of that 
kind, however, give no reliable indica- 
tion of the most common unit of land- 
owning. It might be hazarded, how- 
ever, that most of the agricultural land 
is administered in estates of over 5,000 
acres. That is a random estimate and 
is decidedly a conservative one. 

The figure itself has no value except 
to press the fact that the landowner- 
tenant system does not rest on a basis 
of an owner of only two or three scat- 
tered farms, but upon coordinated 
estates of over, in the great majority, 
5,000 acres and some over 1,000,000 
acres. Even where a landowner owns 
several tracts of land in different parts 
of the country, each tract is, as a rule, 
spoken of as an estate, and is usually 
operated as a unit. 

Consider this unit of landowning, 
the estate, in its ideal condition, say, of 
an area of 15,000 acres. It is made 
up of probably 100 farms, of sizes 
varying from 50 to over 300 acres. It 
is managed by the owner or by an agent 
on his behalf. All the building repairs, 
renewals, fencing, draining, and road- 


*The accompanying chart (Chart I) of a 
typical (except as to size which is only 1,790 
acres) English estate may make clearer the 
separation of the owning and farming functions. 
The chart is an adaptation from a map used for 
sales purposes in 1914 to dispose of the Skewsby 
and Whenby portion of the Wigganthorpe Estate 
in the North Riding of Yorkshire. The purpose 
is to show an estate (the unit of landowning) 
with the division into farms (the unit of cultiva- 
tion) and allotments for the use of farm laborers. 
The location of the laborers’ allotments with ref- 
erence to the fields and footpaths to the work- 
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making are part of a general policy coy. 
ering the whole area.° 

The unified policy with regard to 
draining, roads, laborers’ cottages, and 
so forth, on the technical side alone js 
valuable, but the financial policy which 


enables the expenses to be spread 


evenly over the whole area is, if any. 
thing, more important still. It means 
that an equal sum can be spent each 
year over a period of years on a pre. 
conceived, long-sighted plan.’ 

One of the most important advan. 
tages of the estate system is perhaps 
the far-sightedness which is possible in 
the settling of tenants on the various 
farms so as to benefit the estate. Con- 
siderations must be taken of good- 
neighborliness and good-husbandry, in 
addition to cash rent receivable. Ina 
system of occupying owners, on the 
other hand, a retiring owner need not 
concern himself with anything but the 
maximum sum which he can get for the 
farm. The owner of the estate in 
choosing a new tenant must consider 
these dther factors. 

It has been suggested to the writer 
by men who are interested in settling 
men on the land in Canada that it 
would be better for colonization if 
there were fewer grants of isolated 
homesteads and more attempt to colo- 
nize from the start in limited, grouped 
areas. Banks, schools, stores, and other 
necessities of a progressive township 


places is noticeable. Also the situation of the 
farmhouse for convenience and economy in 
arranging cultivation on each farm is worthy of 
mention. Roads and footpaths through the estate 
are also shown (see also Table II). 

*Table III gives the five-year average incomes 
and expenditures (1816-1895) on one of the estates 


of the Duke of Bedford. Averaging for five years ff 


obscures many annual deficits, made up in other 
years, particularly during the latter years of the 
century. However, the table indicates the size 
and type of expenditures made by a landlord 
on behalf of his tenants and the community. 
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Fivrk-YEAR AVERAGE CLASSIFIED INCOMES AND EXPENDITURES OF ONE OF 
THE DUKE oF BeprorD Estates, 1816-1895* 


(In pounds sterling) 


EXPENDITURE (excluding Store-yard, Brick-kiln, Establishments) 


1816-20 30,934 


29,779 
26,854 | 4,143 |. 1,591 | 32,588] 6,351] 5 


42,389 
31,339 
32,673 


*Duke of Bedford, The Story of a Great Agricultural State, Murray, London, 1897, Appendix A, pp. 218-225. 


+ Four-year average. 


could then be available in those cases 
from the outset. As it is, many home- 
steaders live in isolation for a great 
many years before the land around 
them is sufficiently developed to pro- 
vide them with these conveniences. 
These plans have points of similarity 
to the “close settlement” scheme of 
Edward Wakefield for New Zealand 
and Australia. The circumstances are, 
of course, not the same in the old 
settled rural areas of Great Britain, but 
there is an analogy to be drawn. 

This system of landowning in large 
units (or administering land in large 
units) has, therefore, advantages in 
unified control and coordinated general 
effort along certain necessary lines. It 
is not a democratic system. It is feudal 
in origin and has never been wholly 
commercial in its development, but it 
has the advantages which have been 
outlined. 

From the farmer’s point of view, he 


need not tie up any capital in land, 
which is very difficult to liquidate in 
time of need. There are many instances 
of this feature since the war. Many 
farmers in Britain during the prosper- 
ous days purchased (in many cases 
were almost forced by the alternative 
of “quitting” the land to purchase) 
their farms. They did so with the 
money which they were making on the 
rapid appreciation of their stock. When 
the slump in prices came and the money 
which was made by appreciation was 
required to meet depreciation, it was 
locked up in the ownership of the land. 
It might be pointed out that the banks 
in Great Britain do not, as a rule, lend 
money on land as security. Nor will 
they lend on stock. The British banks 
are organized to meet the needs of in- 
dustry and commerce. The interests of 
these come first and their interests dic- 
tate the policy. In practice (this was 
noted of the Scottish banks by an Amer- 


| 
INCOME 
GENERAL 
New Pen- i 
YEAR Works | Other Chur- | sions, i 
. Woods | Income Repairs} and | Expen-| Woods| ches | Chari- | 
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ments Pymts. | 
9,367 510 | 40,811 | 4,756] 6,095 100 | 2,626 30 7 14,400 | 26,411 | 
1821-2 9,869 | 553 | 41,962] 5.238} 8,924) 445 | 2,617 27 736 17,987 | 23,975 
1826-30 28,602 | 8,819 | 2,117 39,539] 5,044 | 11,228] 3,149 | 4,873 air O12 | 25,418 | 14,121 | 
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1841-45 34.004 795 | 46,550] 7,005 | 7,638] 9,374 | 2,100] 4,702T| 275] 1,339 | 31.493] 15,057 
1846-50 | 30,015 | 14,262 987 | 51,263 | 7,371 | 6,642 | 14,087 | 2,076] 4,722 §13 | 1,788 | 37,199 14) 4 
1851-55 | 34.727 | 9.358 | 1,381 | 45.435 | 7,664 $534 14,082 | 2,635] 4,303 622 | 1,819 | 36,659 07 i 
1856-60 40,939 | 9,488 | 1,072 | 51,499 S095 6,286 | 15,299 | 1,956] 4.344] 1,484] 1,718 | 39,134 | 12,366 | 
1861-65 41,905 | 8,284 24 | 50,713 | 7.5 6,523 | 13,678 | 2,216] 3,909] 2,705] 2,663 | 37,263 | 11,450 | 
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1876-80 44,404 6,382 990 51,816 7,917 Hy = 9,272 7,560 3,291 881 3,997 46,671 5.145 i 
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ican commission) short-term accommo- 
dations can be obtained quite readily by 
a well-known farmer from his local 
banker, for the most part on his per- 
sonal bond alone, but short-term accom- 
modations are a different factor in bank- 
ing from the provision of mortgages. 
The Rural Credits Act (1923) is 
framed to meet this situation but so far 
has not been an outstanding success. 

Under the tenant system the farm 
operator, so long as he has security of 
tenure and preservation against arbi- 
trary treatment as to rent and interfer- 
ence, need not tie up capital in land. 
Yet he can maintain his efficiency as a 
farmer. In many respects he has more 
freedom as a tenant than as an owner. 
In addition, the system enables young 
capable men to get into the industry on 
a satisfactory scale with much less cap- 
ital than would be required if they had 
to purchase a farm and its buildings. 

The system is described in its ideal 
operation. There are various ways in 
which it rarely comes at all near to the 
ideal. To mention one respect only, 
there is a most efficient unit of land ad- 
ministration just as there is of farming. 
What that unit is has never been dis- 
cussed. It varies probably with every 
set of circumstances, but obviously some 
estates, as at present constituted, are 
too small for effective administration, 
while others are too large. 

The size of estates has never been 
chosen on economic grounds. Custom, 
inheritance, purchase, marriage, divi- 
sion and aggregation have been more 
important factors than motives of eco- 
nomic efficiency. If it has been made 
clear how, in the ideal condition, the 
landowning function may be efficiently 
performed in its relation to the farm- 
ing of the land, this system is not so 
stupid and reprehensible as many Amer- 
icans at first sight (looking at it from 
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the standpoint of their own conditions) 
may think. 


The Climax of Landowning 


We may assume that the ideal condi. 
tion (which never has existed) was 
most closely approached in the late 
eighteenth and early nineteenth cen. 
turies, the period of the “enlightened 
landowner.” The feudal aspects had 
become (legally, at least) inoperative, 
The enclosure movement was more or 
less completed. Farms had reached 
their modern structure. Education 
among the ordinary farming class was 
defective or non-existent. Opportuni- 
ties for travel even in their own coun 
try seldom arose for that class. 

Not so the landowners! They were 
the wealthy class of the period. They 
had at least the facilities for educa 
tion, and there was a_ considerable 
amount of traveling done both at home 
and abroad by some of them. The 
landowners, therefore, obtained the 
ideas. The name of Coke of Norfolk 
adorns this period. There were many 
landowners (not by any means all, of 
course) who adopted the same policy 
of directing their tenants towards the 
new methods. 

It was an economic movement. The 
big development of the machine indus- 
tries and the need for supplies of food 
for cities made it profitable to abandon 
the old domestic style of farming and 
adopt more commercial methods. The 
farmers were conservative and com- 
paratively ignorant. The landowners 
took the lead. 

In Scotland, covenants (they were 


called covenants at first, at a later . 


period they were called restrictions by 
the tenants) were inserted in leases 
forcing tenants to give up the old three- 
field system and adopt the Norfolk 
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four-course or its equivalent. Certain 
systems of manuring were stipulated. It 
was forbidden to sell crops like hay and 
roots off the farm. These had all to 
be consumed by stock on the farm and 
returned to the land as farm-yard 
manure. 

For 80 years from the beginning of 
the nineteenth century, average prices 
of farm products were rising or steady. 
Rents rose steadily most of the time. 
It is not unfair to say that more devel- 
opment in the permanent equipment of 
the land and in reclamation of waste 
was done during that period than was 
ever done before or has been done 
since. The money was expended by the 
landowners out of the rents received. 
The farmers were free to use what 


‘profits they made on better or more 


manure and better or more live stock. 
It can be seen how beneficial the sys- 
tem of differentiation of function was 
at that time. 


Agricultural Decline 


About 1880, the break came. Bad 
harvests around 1880 brought real dis- 
tress. At first, it was looked upon as 
temporary, but, as is well known, the 
decline in prices continued to the end 
of the century. An interesting compari- 
son of the two periods, before and after 
1883, shows that from 1800 to 1883 
the price of wheat only twice (in 1835 


‘and 1851) fell below 40 shillings per 


quarter,® whereas from 1883 to 1900 
the price never rose even once above 40 
shillings. 

At the beginning of this period of 
decline, another phase of the benefits 
of the differentiation of function can be 
seen. Farmers were badly hit by low 
prices and poor crops. Balance-sheets 


: *The imperial quarter is a dry measure which 
in wheat is equivalent to 480 pounds. 


of several large estates which have been 
investigated show how the landowner 
absorbed at least a part of the shock. 
Large estates, by reason of their size 
and greater financial resources, were 
able to take the blow better than the 
individual farmer could ever have done 
without outside help. 

Any financial house might, perhaps, 
have helped the farmer with credits in 
the same way. But financial institutions 
specially interested in helping the 
farmer did not exist, for the reasons 
referred to above that banks were 
founded and maintained in the interests 
of industry and commerce. Also, the 
landowner, or his agent, knew all about 
his tenants and about their stock and 
their land. These are excellent condi- 
tions for the giving of credit from the 
landlord’s treasury. 

Landowners met the situation in 
various ways. Many gave yearly re- 
bates of rent of 10% to 15% to all 
tenants. Others considered special 
necessitous cases and gave rebates up to 
even 25% of rent. Others preferred 
to spend more money on draining or 
liming or other capital expenditure 
which would increase the yield of the 
land. No doubt many even lent cash 
to their tenants. 

This trying period, heeenion consti- 
tutes the turning point in the leader- 
ship of the landowners. The low prices 
and adverse market conditions were to 
be more or less permanent, not tem- 
porary, as was believed at the time. 
Rebates of rent from year to year did 
not meet the situation. Permanent re- 
ductions of rent upon new leases began 
to occur from 1885 onwards. (These 
facts apply especially to Scottish con- 
ditions. ) 

By the end of the century, gross in- 
comes derived from the owning of agri- 
cultural land, that is, all rents without 
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TasiLE IV. ANALysis oF Gross RENTS IN 
Great BriTAIN, 1907* 


Pounds Per- 
Particulars Sterling centage 
Total gross rent............... 35,500,000. | 100 
Tithe, taxes, management and 


Improvement and sinking fund. .| 5,775,000. 15 
Interest on landowners’ capital..| 16,170,000. | 42 
Net economic rent............. 8,855,000. 23 


*Analysis made by Sir Josiah Stamp. 


deductions of any kind, were only half 
of what they were in 1880. 


Changes in Performance of Land- 
owning Functions 


What effect did the new situation 
have on the internal economy of the 


estates? 


Sir Josiah Stamp made an analysis 
of Gross Rent in 1907.° No responsi- 
bility is accepted for the accuracy of 
the analysis. The figures on which 
these calculations are based are not per- 
fect for the purpose, and the results 
must be accepted on the reputation of 
Sir Josiah Stamp. 

He divides gross rent for the whole 
country into component parts as shown 
in Table IV. It is not necessary to have 
absolute faith in the actual figures or 
percentages of this table. The classifica- 
tion of the various items is the impor- 
tant thing. The percentages act as 
rough guides to the relative importance 
of the various items. They are re- 
grouped in Table V. 

When rents began to decline, what 
items in the above table were most 
affected? Taxes increased during the 
period and, of course, had to be paid. 
The other items are here divided into 
(a) those which were directed to main- 


*Sir Josiah Stamp, British Incomes and Prop- 
erty. 


taining and improving the efficiency of 
the land by means of permanent equip. 
ment, and (b) the two items which 
make up the private income of the land. 
owner. All of these items, with the ex- 
ception of taxes, can be proportioned 
according to the will of the landowner. 

The landowner was faced with meet. 
ing all the decrease out of his private 
income. As the large proportion of 
landowners at the time were almost 
wholly dependent upon their rents for 
their income, that solution of the prob. 
lem would have involved an extra. 
ordinary sacrifice. 

If all the decline had been met out 
of the landowner’s income, whether out 
of the group headed “interest” or out 
of the group headed “economic rent,” 
then the permanent equipment of the 
farms was not only maintained but was 
constantly improved to meet new de- 
velopments. No harm in that case was 
done to agriculture. 

If the decline had been met out of 
the “economic rent’’ item, then still less 
harm was done, for the landowner’s 
capital continued to earn a good rate 
of interest, and the inducement to sink 
capital in land remained. 

Unless strict accountancy principles 
are followed in the management of 
estates, however, all of the gross rent 
is looked upon as personal income. 
Taxes have to be paid out of it, but 
that is a burden on all incomes. For the 


rest, a landowner may use the money . 


TABLE V. DIstRIBUTION OF Gross RENT 


(a2) Taxes, manage- 
ment and insurance | 10% 


by} 35% 
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as he thinks fit. The necessity for 
allowing for depreciation is not so 
urgent as it is in most industrial and 
commercial concerns. The capital equip- 
ment of the agricultural land can be 
run down for a very long time before 
the process becomes a glaringly obvious 
folly. 

The tendency naturally was to en- 
deavor to maintain the private income 
as much as possible. So far, no really 
reliable statistical evidence can be pro- 
duced to show what happened to the 
proportional distribution of the gross 
rents during the last 50 years. Certain 
figures made up from various sources 
for Scotland would indicate that, on the 
best estates at least, the percentage of 
the total gross rent spent on repairs, 
and the like, was kept at a constant 
figure. The total sum, however, of 
gross rent declined by half during the 
50 years. The percentage, therefore, 
though the same as formerly, now rep- 
resents only half of the sum formerly 
spent.’° 

Land equipment probably suffered in 
two ways. Repairs were delayed or 
not done at all. Secondly, landowners 
used a portion of the rents which for- 
merly would have been invested in the 
land by way of developments, to invest 
in industry or commerce in order to 
maintain their falling incomes. 

Another aspect of the question is 
dealt with in Mr. Orwin’s book, The 
Tenure of Agricultural Land. The 
older type of landowner with the old 
traditions of landowning in part left 
the countryside and was replaced by a 
newer type which desired to own land, 
not for profit or for interest in the wel- 


*”The fact is simple arithmetic and looks much 
easier in figures: 10% of £1,000 in 1885 equals 
£100 spent on repairs; 10% of £500 in 1900 only 
equals £50. There is nothing mysterious about 


fare of the land, but for the social 
prestige which was supposed to accom- 
pany the ownership of land. There is 
also a newer movement of land-sub- 
dividing by real estate dealers, whereby 
farmers are to a certain extent being 
forced to become the owners of their 
farms, whether or not they want to or 
can afford to. 


Effect of Poor Performance of Land- 
owning Function on Farming 


The result certainly has been that 
the land has been starved of permanent 
equipment. Old agricultural writings 
of the early half of the nineteenth cen- 
tury are full of reports of big reclama- 
tions, drainage, new building, and so 
on. It would be difficult to find develop- 
ment on a similar scale at any time in 
the last 50 years. 

The growth of that body of legisla- 
tion which is known under the consoli- 
dated title of the Agricultural Hold- 
ings Acts of England, Wales, and Scot- 
land traces this decline in the leadership 
of the landowner in the period from 
1880 to today. 

These acts, which date from 1875 
in England, were designed to secure 
stable conditions for tenants. Among 
other items the principal clauses refer 
to the compensation which a tenant 
may claim at the end of a lease or 
tenancy for improvements which he 
has made to the farm during his 
tenancy—improvements, that is to say, 
which increase the renting value of the 
farm and whose benefit has not been 
exhausted by the time the tenant leaves 
the farm. The schedules of the acts 


it. The position was probably worse than is 
made out here. After 1900, prices and costs of 
labor and materials began to rise. As a result, 
therefore, £50 spent on repairs would represent 
actually less work being done. 


|| 
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have lists of the various improvements 
for which a farmer may claim com- 
pensation. There are contained in the 
schedules all of the improvements and 
repairs which the landowner is sup- 
posed to perform under the principle 
of differentiation of function outlined 
above. This is an indication that 
tenants have been in the position of 
having to do these things for them- 
selves if they want them done. Indeed, 
it is claimed that most of the repairs 
and improvements effected in the past 
half-century on agricultural land have 
been done by tenants under the Agricul- 
tural Holdings Acts. 

The ultimate outcome is that, while 
the separation of the function of own- 
ing or administering land from the 
function of farming land still remains, 
the former function is not being 
efficiently performed. 


Attitudes toward Change 


There are, of course, many thou- 
sands of people, including farmers, 
who do not see the need of change or 
want any change. Of those who do, 
there are two well-defined groups. 
There is the movement toward owner- 
ship of the land by cultivating farmers. 
This, however, is not a movement of 
the farmers themselves. It must be 
pointed out, in America especially, that 
the supporters of this movement do not 
advocate necessarily the occupying 
ownership of large farms of over 100 
acres. It is a small landholder move- 
ment. It is the cry of “‘back to the land.” 
It is aimed much more as a solution of 
the farm laborer’s low standard of 
living problem and towards the re- 
populating of the rural areas than as 
a means of better farming on the 
lines of greater or more efficient pro- 
duction.” 


There is really no movement of any 
importance in Great Britain towards 
making every farmer his own land. 
owner. In many respects the policy is 
looked upon as a retrograde step, 
Britain is almost the world’s exception 
in this point of view. Britain, hoy. 
ever, as a highly industrialized nation 
of longer standing in that respect than 
any other country, has conditions to 
contend with entirely different from 
those in the rest of the world. 

The other movement is toward 
nationalizing the land. If the purpose 
of this article has been made clear, it 
will be seen that there is an attempt to 
prove, (a) that the ideal system of the 
separation of the functions of landown- 
ing or “administering” and farming 
can be claimed as a good system for 
Great Britain, and (b) that the system 
has broken down, not because the 
separation is a bad one, but simply 
because the landowning function is 
being imperfectly performed. 

The whole advantage of the pre- 
sentation of this point of view will be 
clear if it is realized that, under the 
circumstances which have been outlined, 
Mr. Orwin’s proposals looking to land 
nationalization are a less drastic step 
than a scheme to make every farmer 
his own landowner would be. The step 
would consist of a transfer of landown- 
ing functions from the private landlord 
to a public landowner and adminis- 
trator. 


The Orwin and Peel Scheme 


The scheme advocated by Mr. Orwin 
is briefly this: 
Buy out the present owners of agri- 


See Ernle, The Land and Its People, Hutchin- 
son, London, 1925, Chapter VIII, on “Fallacies 
about Landlords.” Also C. H. Turner, The Land 
and the Empire, J. Murray, London, 1917. 
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cultural land (only agricultural land; 
he leaves urban land alone). Many 
of the owners will, it is thought, be 
very willing. 

Establish a land service, as a branch 
of the civil service, with a central head- 
quarters and more or less centralized 
administration. In this respect, his 
scheme is at variance with the Liberal 
Party’s scheme, where a local elective 
body will not appeal to farmers, who 
will object to some of their immediate 
neighbors’ having too much knowledge 
of their affairs. Also, by his scheme 
national uniformity of purpose will be 
obtained. 

Redistribute the existing estates so 
as to operate the most efficient unit of 
land administration. 

Put in charge of each unit a highly 
trained civil servant. He will perform 
at a salary all the duties performed now 


by the existing land agent also at a- 


salary. He may, in some cases, be the 
same man. 

If the scheme is seen in its simplest 
form, it will be evident how little it 
need upset the farmers’ present circum- 
stances. He would still pay his rent, 
grudgingly as before. He need not 
adapt himself to handling a new form 
of capital by owning his land. He will 
have the same security as under the 
Agricultural Holdings Acts now. 

The American is likely to raise the 
question: Will the tenant continue to 
pay rent under public ownership? 
Apparently the American experience 
with public ownership and tenancy has 
been that sooner or later the tenants 
use their political influence and voting 
rights to forego rents and acquire own- 
ership in fee simple.’* Perhaps the 


* Cf. Shine, M. L., “The Public Leasehold Sys- 
tem of the United States,” THE JouRNAL OF LAND 
& Pustic Utiity Economics, July, 1925, Vol. I, 
PP. 322-335. 


wide diffusion of the voting franchise 
and the custom of individual ownership 
in fee are responsible for this tendency 
under public ownership in the United 
States. But because this has been the 
experience in the United States is no 
reason for supposing that similar results 
are inevitable in Great Britain. The 
customs and traditions of land owner- 
ship and political activity in England 
are far different and are at least 
plausible circumstances justifying an 
interpretation that runs counter to 
American experience. 

Also there is perhaps a good deal of 
reluctance, on the part of the American 
people, to throw so much power into 
the hands of civil servants. There are, 
however, old traditions of public ser- 
vice and honor in Great Britain which 
have perhaps not yet had time to grow 
strong in America, for America is still, 
comparatively speaking, a new, develop- 
ing country. Britain has been estab- 
lished “quite a little time.” Also, 
Britain is a small country geograph- 
ically. All of these factors tend to 
make public representatives and ser- 
vants a more trusted and respected 
body of men and women. 

Strong criticism is advanced on the 
American side of the Atlantic that the 
scheme looks very much as if the nation 
were being asked to take over a bank- 
rupt concern. The farmer, it is said, 
would probably benefit in the way of 
better equipment. The landowners are 
getting rid of a bad investment. The 
only people who are going to pay are 
the taxpayers of Great Britain. 

It is not absolutely necessary that the 
undertaking should be a financial loss 
to the nation, although it is now a bad 
investment for individual owners. 
There are many elements of saving by 
more efficient administration and by 
better coordination of areas. Apart, 
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however, from the primary balancing 
of accounts, it is generally recognized 
by governments today that they will 
have to foot a considerable bill for the 
maintenance and development of agri- 
culture, whether directly by making 
clear subsidies or indirectly by tariff or 
by disposal of market surpluses. Great 
Britain already advances considerable 
money for drainage and certain other 
improvements. There is some expense 
also in the administration of the Agri- 
cultural Holdings Acts and the Scottish 
Land Court. Furthermore, the opera- 
tions of the small-holdings schemes are 
a cost to the nation in taxes. 


By Mr. Orwin’s plan much of that 
work would be simplified. In addition, 
even if the balance is still adverse, there 
are few ways in which a subsidy could 
be more usefully applied. 

The land must be administered by 
somebody. At present it is being done 
in a bankrupt way. Who has more 
interest in putting the function of land. 
owning on a sound footing than the 
nation which gains as a whole from 
having a prosperous agriculture? Even 
the die-hard classical economists ad- 
mitted that a function of the state was 
to do what could not be efficiently done 
by private enterprise. 
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BOOK REVIEWS 


Murray, W. S. SuperpowErR—ItTs GENE- 
sis AND Future. New York: McGraw- 
Hill Book Company, Inc., 1926. pp. ix, 
237. $3. 


Under the caption of “Superpower” 
the author of this book touches upon 
a wide range of subjects more or less 
intimately related to the problems of 
interconnected electric power systems. 
The 15 chapters are lacking somewhat 
in unity, each being practically an inde- 
pendent topic. 

The subjects treated are, in order, 
power, the birth of electric utilities, 
ownership of utilities, political owner- 
ship, the superpower survey, what has 
been done, railroad electrification, su- 
perpower and interstate relations, super- 
power and the Interstate Commerce 
Commission, Federal Power Commis- 
sion, financing superpower, superpower 
and economic studies, with a chapter 
on processed fuels. 

The first chapter consists of a brief 
survey of the power equipment and 
power output in the United States for 
the past two decades and an outline of 
the principles and advantages of super- 
power. Three chapters following are 
concerned with the form of ownership 
of public utilities, whether public or 
private, and numerous quotations and 
citations are given in an obvious attempt 
on the author’s part to point out the 
disadvantages of public ownership. The 
chapter on “political ownership” is de- 
voted almost entirely to an analysis of 
the Hydro Electric Power Commission 
of Ontario, which operates many of the 
publicly owned plants of that province. 
The summary of conclusions of a report 
to the National Electric Light Associa- 
tion in which the Hydro Electric Power 


Commission is adversely criticized is 
embodied in this chapter. A movement 
in this country to establish a power 
commission with powers similar to the 
Ontario commission is strongly con- 
demned by the author. 

The fifth chapter discusses the 
Northeast Superpower Survey, a survey 
carried on under the direction of the 
Department of the Interior by a com- 
mittee of engineers headed by the 
author of this book. The author re- 
views briefly the steps leading to the 
authorization and formation of the 
committee and the methods pursued in 
the preparation of the report, and then 
summarizes the findings of the commit- 
tee together with its recommendations. 
The sixth chapter describes the super- 
power systems now in operation, with 
special reference to southeastern 
United States and the Pacific coast. 

A chapter on railroad electrification 
discusses at considerable length the 
technical difficulties which have re- 
tarded railroad electrification in the 
past and the economic problems which 
such a program presents. To the 
reader who attempts to follow the de- 
tailed discussion of the types of systems 
used in railroad electrification the 
relation of superpower to the transpor- 
tation problem is somewhat obscure. 
One feels that an analysis of the rela- 
tion of superpower to industry, a far 
larger consumer of electrical energy 
than the railroads, with a discussion of 
the possible decentralization of manu- 
facturing and the enlargement of indus- 
trial opportunity would have been more 
appropriate. 

Four chapters devoted to a discussion 
of the relation of electric utilities to the 
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public scarcely touch upon the super- 
power idea. Quotations from Mr. 
Hoover and others on the problem of 
interstate transfer of energy and the 
most desirable method of regulating it 
are given. One chapter is devoted to 
an attack on the proposed regulation of 
public utilities by the Interstate Com- 
merce Commission or similar federal 
body and is followed by a chapter giv- 
ing unqualified praise to the state pub- 
lic service commissions. A short chap- 
ter on the Federal Power Commission 
consists of a quotation from the late 
President Roosevelt on the need of a 
body regulating internal waterways fol- 
lowed by a quotation from the Fourth 
Annual Report of the Federal Power 
Commission pointing out the chief de- 
fects of the Water Power Act. The 
duties and powers of the commission 
and its relation to superpower develop- 
ment and control are omitted from the 
discussion. 

The entire treatment of the public 
service commissions gives the impres- 
sion of being an argument for the 
existing method of public utility regula- 
tion with no attempt to make a critical 
analysis of its merits. Nowhere is 
there a hint that superpower may pre- 
sent problems, of regulation not found 
elsewhere. 

The last two chapters, one contain- 
ing numerous graphs and tables show- 
ing the increase in output of electrical 
energy since 1920 and the other con- 
sisting of an extract from the Appendix 
of the Northeast Superpower Report 
on the “Use of Processed Fuel and 
Pulverized Coal,” may well have been 
put in an appendix. 

To the reviewer the book, as a whole, 
lacks that critical, dispassionate, eco- 
nomic analysis which economists would 
like to see given to this subject. There 
is need for such a well-rounded consid- 


eration of the economics of superpower 
to temper some of the visionary enthu- 
siasm with which this subject is often 
discussed. However, Mr. Murray has 
assembled many interesting data which 
have value from the engineer’s point of 


view. 
W. H. VoskuIL 


Reiss, Richard. New Hovusinc Hanp- 
BOOK. London: P. S. King & Son, 


1924. pp. vii, 199. 4s 6d. 


The New Housing Handbook is con- 
cerned with the subject of housing in 
Great Britain. It is a historical treatise 
of England’s experiences in solving the 
housing problems. Under the above 
title, Mr. Reiss has prepared a book for 
the convenience of a special group of 
readers, such as contractors, architects, 
real estate operators, and local govern- 
ment authorities. However, the book is 
not without interest to the general 
reader. 

The purpose of the book, as set forth 
by the author, is to indicate: ‘‘(1) The 
size and nature of the problem; (2) 
The legislation which has been passed 
for the purpose of enabling houses to be 
built and slums to be cleared; (3) the 
various means by which full advantage 
can be taken of this legislation so as to 
secure the building of an adequate num- 
ber of new houses, the closing and repair 
of unfit houses, and the clearance and 
improvement of slum areas.” 

The content of the book is technical 
but broad in scope. The first two chap- 
ters set forth the problem and discuss 
in detail the provision of houses and the 
necessary steps which should be taken by 
local authorities and the public in order 
to supply an adequate number of homes. 
In 1924 England was faced with an es- 
timated shortage of 1,750,000 houses. 
In addition, she usually needs 100,000 
new houses annually to supply the 
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normal demands due to an increasing 
population and the wearing out of 
houses. 

Chapter III is a comprehensive digest 
of housing legislation from 1885, the 
year of the first significant enactment, 
through to the Consolidation Act of 
1924. The most important acts are the 
Housing and Town Planning Act, 1909, 
and the acts of 1919, 1923, and 1924, 
commonly referred to as the Addison 
Act, the Chamberlain Act, and the 
Wheatley Act. The administration of 
the last three acts under the Coalition 
Government, 1918-1922, the Conserva- 
tive Government, 1923, and the Labor 
Government, 1924, is discussed care- 
fully in the succeeding two chapters. 
Chapter V includes the four reasons why 
previous housing programs have failed 
and the four principles upon which Mr. 
Wheatley formulated his housing pro- 
posals. 

The next four chapters are of particu- 
lar interest to the building operatives. 
The question of how to obtain an ade- 
quate force of skilled labor is given a 
separate chapter, as is the subject of the 
cost of materials. The author suggests 
a means of escaping profiteering on 
building materials. Also, the advisa- 
bility of a local authority employing its 
labor directly or through a contractor 
is considered. 

Other interesting sections deal with 
the subjects of financial assistance which 
can be obtained from the state by local 
authorities and individual citizens; pro- 
visions of existing acts in controlling 
rents; the type of houses that should be 
built; how an estate should be laid out; 
measures which should be taken to deal 
with existing unfit houses and unhealthy 
areas. The last chapter is a suggested 
practicable housing program. Appendix 
I contains the text of Part I of the 
Chamberlain Act; Appendix II, the full 


text of the Wheatley Act; Appendix II] 
has tables showing the variation in the 
rates of wages of building-trade oper. 
atives since 1912. 

Mr. Reiss has made a contribution to 
the literature on housing. In presenting 
a digest of material, he has brought out 
the important points, focusing attention 
on Parliamentary acts and their conse- 
quences. At the same time he has 
brought his discussion into proper pro- 
portion with the housing problem as a 
whole by discussing related topics. 
Throughout, Mr. Reiss has been gener- 
ous with references as he mentions and 
discusses the various subjects. This 
should be helpful to the interested 
reader and to the student of housing. 
The treatment is historical and ana- 
lytical, but where possible Mr. Reiss 
offers his own suggestions. It is short 
and concise, and should prove valuable 
as a handbook. 

GERTRUDE HARLEY 


Pond, Oscar L. A TREATISE ON THE LAW 
oF Pusiic Utinities. Third Edition 
Revised. Indianapolis: Bobbs-Merrill 
Co., 1925. pp. xcviii, 1065. $10. 


In preparing this contribution to the 
field of public utility law, the author has 
for the most part merely enlarged and 
brought up to date his original work, 
which was published in 1913. The 
approach followed in the two volumes 
is nearly identical and the original pres- 
entation is varied only in so far as the 
chapters have been amplified and addi- 
tional ones added—two on the regula- 
tion of motor vehicles, and one on the 
subject of appeals from the state com- 
missions. 

These three additional chapters are 
timely and add to the volume much that 
is of value. The problem of motor- 
vehicle development and competition 
with electric and steam railways is at 
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present one of the most perplexing in 
the regulatory field. The question of 
appeals from the decisions of the state 
commissions has always been a crucial 
point in the development of effective 
regulation by those bodies. As Mr. 
Pond points out, the attitude of the 
courts toward the commissions largely 
determines the effectiveness of public 
control. 

Chapter XXVIII presents a most 
comprehensive analysis of the regula- 
tion of motor vehicles. ‘Motor ve- 
hicles,” to quote Mr. Pond, “operating 
upon our streets and highways for hire 
as common carriers, are subject to the 
same regulation and control as other 
public utilities.” The author devotes 
110 pages to a discussion of the nature 
and scope of the regulatory policies of 
federal, state, and local agencies re- 
garding motor vehicles operating as 
jitneys, busses, taxicabs, feeders for 
street railways, and as other forms of 
motor transport. Perhaps the crux of 
the whole problem is the proper coordi- 
nation of the steam, electric, and motor 
systems of transportation. Mr. Pond 
recognizes this and has attempted to 
present the subject in its broader as 
well as in its more technical aspects. 
The policies of various state commis- 
sions concerning the competition of 
motor-transport agencies with the elec- 
tric and steam railways are given. The 
author discusses the authorities and 
principles peculiar to the industry, and 
in this connection he has compiled 
references to the recent decisions of 
the federal courts, a large majority of 
the state courts, and the District of 
Columbia. 

In considering commission control, 
Mr. Pond shows how the tendency has 
been to preserve the necessary trans- 
portation systems by refusing licenses to 


motor lines which are not essential to 
the convenience of the public and which 
serve only to deprive existing systems 
of a fair profit. The granting of per- 
mits to motor lines has, of course, 
hinged upon the construction placed 
upon “convenience and necessity” by 
the regulatory bodies empowered to 
authorize additional systems. 

In Chapter XXXIII, Mr. Pond pre- 
sents “memoranda of the regulations, 
restrictions, and special taxes on motor- 
vehicle common carriers in force in the 
respective states on January 1, 1925.” 
This chapter is useful as a source for 
general reference. Information is given 
regarding the situation in each of the 
48 states. 

It is well known that some of the 
chief difficulties attendant upon the 
development of efficient commission reg- 
ulation have been the lengthy appeals 
to the courts and the investigations and 
embarrassing reversals of commission 
findings of fact, on the part of the ap- 
pellate courts. The effectiveness of 
control has been dependent upon the 
cooperation of the judiciary. During 
the last decade, the law governing 
appeals from the decisions of commis- 
sions has developed rapidly and to a 
certain extent has become crystallized. 
In preparing his chapter on this phase 
of public utility law, Mr. Pond has per- 
formed a timely service, and its inclu- 
sion in this edition adds to the breadth 
and usefulness of the volume as a ref- 
erence work. 

One does not usually find in legal 
reference works the up-to-date, thor- 
ough treatment which is found in this 
volume, exemplified by the inclusion of 
the subject of motor-vehicle transporta- 
tion. Mr. Pond has not been content 
to tread merely upon the sure ground 
of public utility law, but has endeavored 
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to keep abreast of the times by entering 
a phase of the law which is not yet 
fully crystallized. 

Joun D. SUMNER 


Textor, Lucy Elizabeth, LAND REFORM IN 
CzEcHOSLOvAKIA. London: George Al- 


len and Unwin, Lid., 1923. pp. 157. 
5S. net. 


One of the most interesting develop- 
ments following the World War was the 
change in land ownership that took 
place in eastern Europe. In 1919 and 
the following years Austria, Roumania, 
Jugoslavia, Czechoslovakia, Poland, 
Hungary, Latvia, Esthonia, Bulgaria, 
Lithuania, and Finland passed laws the 
chief object of which, in most cases, was 
to break up the great estates and bring 
land into the hands of peasant culti- 
vators. 

The present volume is a careful and 
complete treatment of the land reform 
in one of these countries, Czecho- 
slovakia, as far as it had developed by 
the end of the year 1922. 

Beginning with a historical account 
of the development of the land problems 
that the new laws were designed to 
meet, the author then considers the situ- 
ation among the political parties which 
complicated the passage of the laws 
leading to the reform. The Constituent 
National Assembly of the new state was 
not an elected body, but consisted of 
representatives nominated by the dif- 
ferent political parties among the 
Czech and Slovak races, the Germans 
having declined to participate; and all 
these parties, looking to later elections, 
gave their support to the idea of land 
reform. ‘During the whole of the long 
discussion not a voice appears to have 
been raised against expropriation,” the 
author tells us. 

Not all of the parties were agreed 
as to the kind of land reform that was 


wanted, and the first law was the result 
of many compromises and was inten- 
tionally ambiguous in some of its pro- 
visions. All the details of the reform 
were settled by later laws, and these 
later laws are fully discussed in Chap. 
ters III to VII, inclusive. Chapter 
VIII discusses the movement begun 
many years before for ‘“‘commassation,” 
that is, the exchange of parts of their 
holdings by the peasants so that com- 
pact farms are substituted for scattered 
strips. 

Chapter IX discusses the different 
elements in the opposition to land re- 
form. Chief among these, of course, 
were owners of the expropriated es- 
tates, who, though compensation was 
allowed them, felt that their property 
rights were being invaded. The ex- 
propriation of the land itself was ac- 
cepted as more or less inevitable, but 
the taking of forests and, especially, of 
estate industries such as sugar factories 
and breweries was fought vigorously, 
and with some success. Another ele- 
ment of opposition was made up of the 
employees on the great estates who, al- 
though favoring the land reform at the 
beginning, became opposed to it when 
they discovered that it was depriving 
them of the means of livelihood without 
establishing them on farms of their own. 
Another opposing group was the Ger- 
man part of the population, which felt 
itself discriminated against both in ex- 
propriation and in allotment of land, 
though the author doubts whether there 
was any real discrimination. The 
Roman Catholic Church, because it is 
one of the greatest landowners, also 
opposed the reform. 

The final chapter gives the author's 
conclusions, which are concerned chiefly 
with the political, administrative, and 
social sides of the problem rather than 
its economic aspects, though the latter 
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are touched upon. The author believes 
that “the break-up of the great estates 
and their partition among the peasants 
was determined upon without a careful 
study as to how it would affect produc- 
tion,” but she is hopeful that economic 
evils will not result, though changes in 
the types of production will necessarily 
follow the substitution of small farms 
for great estates. 

The numerous footnotes give refer- 
ences, almost without exception, to 
original sources, such as laws, decrees, 
and newspapers published during the 
period, and reveal the painstaking care 
that the author must have used in gath- 
ering the material for this study. It is 
to be hoped that a later edition will have 
an additional chapter on the results of 
the carrying out of these laws, which, at 
the time the author wrote (1922), were 
still matters of the future. 

Mary L. SHINE 


Kleppner, Otto. ADVERTISING PROCEDURE. 
New York: Prentice-Hall, Incorporated, 


1925. pp. xvi, 539. $5. 
This book considers the beginning 


of all advertisements to be an idea. It 
shows how these ideas are created, 
developed, and converted into printed 
advertisements. Although the book is 
written primarily for the national ad- 
vertiser, it includes many things of in- 
terest to the local advertiser. 

Of more definite interest are the 
chapters on: developing the copy; finer 
points in copy; layouts; the advertise- 
ment in print; engraving for the ad- 
vertising man; newspapers; outdoor 
advertising; car-cards; dealer display 
advertising. It also presents a helpful 
glossary of procedure; advertising ab- 
breviations; reading suggestions and 
bibliography, and an appendix of useful 
tables. It is illustrated throughout by 
concrete examples and especially pre- 
pared drawings and charts. 

The advertiser will find the reading 
of this book a stimulant and guide to 
definite and orderly procedure in the 
preparation of his advertising, or a 
quick reference productive of specific 
information for immediate and practi- 


cal use. 
A. G. HiInMAN 


esult 
nten- | 
pro- | 
form 
hese 
hap- 
pter 
egun | 
on,” | 
heir 
| 
ered | 
rent | 
| re. | 
Irse, | 
es- 
was 
ex- 
ac. | 
but 
of 
ries 
ele- j 
the 
hen 
‘ing 
out 
wn. 
i 
felt 
ex- 
nd, 
ere 
The 
is 
Iso 
yr’s | 
ind 
1an 
ter 


SUMMARIES OF RESEARCH 
CLASS A TELEPHONE COMPANY TAXES 


HE annual reports to the Inter- 

state Commerce Commission by 

the telephone companies of the 
United States contain information on 
the basis of which it is possible to study 
the tax burden of this utility. Only 
Class A companies, which are compa- 
nies reporting annual operating revenue 
in excess of $250,000, have been used 
in this analysis, but the companies in 
this class account for 97% of the rev- 
enue of all classes of companies, thus 
constituting almost the entire industry. 

In 1925, 68 companies had revenue 
in excess of $250,000 and thus fall into 
Class A; in 1924 there were 787 such 
companies out of a total of 300 in all 
classes. The number of Class A com- 
panies has remained practically con- 
stant, being 77 in 1923, 75 in 1922, 
and 76 in 1921. 

Taxes assignable to operations re- 
ported by Class A telephone companies 
quadrupled in the 10 years from 1916 
to 1926 (Table I). Examination of 
the reports of the individual companies 


TaBLe I. Taxes ASSIGNABLE TO OPERA- 
TIONS OF CLass A TELEPHONE 
ComMPANIES, 1916-1925 


Year Amount 

1916 $15,710,912 
1917 22,022,365 
1918 24,423,016 
1919 27,027,687 
1920 30,276,231 
1921 37:340,878 
1922 43,875,022 
1923 48,754,632 
1924 53,782,781 
1925 61,627,223 


Taste II. Ratio or Taxes ASSIGNABLE TO 
OPERATIONS TO TELEPHONE OPERA- 
TING REVENUE FOR Cass A 
CoMPANIES, 1916-1925 


Year Revenue Taxes of Taxes 


1916 | $283,174,890 | $15,710,912 5-55 
1917 318,066,185 22,022,365 6.92 

34354615714 | 245423,016 
1919 409,683,483 27,027,687 6.60 
1920 488,943,281 30,276,231 6.19 
1921 541,196,417 37:340,878 | 6.90 
1922 $91,530,687 | 43,875,022 7-42 
1923 647,112,210 | 48,754,632 7-53 
1924 795,177,348 | 53,782,781 7-63 
1925 791,507,221 | 61,627,223 | 7.79 


discloses that taxes not chargeable to 
operations are infrequent and insignifi- 
cant and may properly be disregarded 
in an analysis of this kind. 

The telephone utility has experienced 
a remarkable growth in the years 1916 
to 1926, and it is only to be expected 
that with an increase in the investment 
and a generally increased tax burden the 
total taxes would increase materially. 
Reference to some base to establish the 
relative burden is, therefore, necessary. 

In terms of a percentage of telephone 
operating revenue, taxes assignable to 


operations have also increased materi- | 


ally, the ratio changing from 5.55% in 
1916 to 7.79% in 1925. The changes 
from year to year during the 10-year 
period under consideration are recorded 
in Table II. 

Relating taxes to revenue may be 


described as viewing the relative change - 


in the tax burden of the telephone user. 
Measurement in this way is, neverthe- 


*The decrease in the number of large compa- 
nies from 1924 to 1925 was due to consolidation. 
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TasLeE III. Ratio or Taxes TO OPERATING 
ExpENSES BEFORE TAXES oF Ciass A 
TELEPHONE COMPANIES, 


1916-1925 
Year Percentage 
1916 8.41 
1917 10.08 
1918 9.95 
1919 8.89 
1920 8.07 
1921 9.46 
1922 10. §1 
1923 10.62 
1924 10.84 
1925 11.44 


less, affected materially by the profit- 
ableness of the industry. Another basis 
for comparison which omits this element 
of profitableness, at least in its immedi- 
ate effect, is the total of operating 
expenses.? When the burden of taxes 
is expressed as a percentage of operat- 
ing expenses, the result is, however, 
very similar, showing an increase from 
8.41% in 1916 to 11.44% in 1925. By 
years the ratio of taxes to operating 
expenses is shown in Table III. It will 
be noted that as an item of operating 
expense, taxes have increased steadily 
from 1920 to 1925 and were in 1925 
the highest of any year under considera- 
tion. 

The burden of taxation of this indus- 
try may further be shown by relating 
the taxes assignable to operation to 
operating income before taxes.* This 
may be conceived as the burden on the 
investment. Since the base here is 
largely the difference between revenue 


*Operating expenses before taxes and not in-— 
cluding uncollectible revenues which are treated 
in the uniform account as revenue deductions. 

*This is the difference between operating rev- 
“enue and operating expense plus other operating 
income (or deficit) and less uncollectible operat- 
ing revenue. 


and expense, it is affected by the profit- 
ableness of operation in any year. The 
percentage of taxes to operating income 
before taxes has been surprisingly con- 
stant, however, since 1918, remaining 
close to 26%, with the exception of 
1920, in which year the rise to 27.02% 
was probably caused by the less satis- 
factory operating results of that year. 
The significant increases in the tax 
burden measured in this way occurred 
in 1916 and 1917 when the ratio rose 
from 16.57% to 22.46% and then to 
25.31% in 1918 (Table IV). 

Federal taxes paid account for from 
a fifth to a fourth of the total tax bill 
of Class A telephone companies during 
the years 1920 to 1925. Omitting an 
occasional company which did not seg- 
regate taxes paid, the proportions 
found between Federal and all taxes 
are shown in Table V. ; 

The taxes paid by the American 
Telephone and Telegraph Company 
were a considerable portion of the total 
taxes paid by Class A companies. This 
company’s non-operating income is over 
twice as much as its operating income. 
It pays a much larger proportion of 
taxes in the form of Federal taxes than 


Taste IV. Ratio oF Taxes TO OPERATING 
IncomME BgrorE Taxes oF Crass A 
TELEPHONE COMPANIES, 


1916-1925 
Year Percentage 
1916 16.57 
1917 22.46 
1918 25.31 
1919 25.96 
1920 27.02 
1921 25.91 
1922 25.85 
1923 26.29 
1924 26.30 
1925 24.84 
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do the rest of the Class A companies. 
On the basis of the reports to the Inter- 
state Commerce Commission it appears 
that in 1920, Federal taxes were 
33-9% of the total taxes paid by the 
American Telephone and Telegraph 
Company; in 1921, 61.9%; in 1922, 
61.5%; in 1923, 49.3%; in 1924, 
58.7%, and in 1925, 64.0%. Exclud- 
ing this company from the totals for 
all Class A companies, the proportion 
of all taxes paid as Federal taxes 
changes materially; in 1920 it was 
19.9%; in 1921, 16.2%; in 1922, 
26.2%; in 1923, 21.9%; in 1924, 
21.3%; and in 1925, 21.1%. 

Various income and revenue bases 
have been suggested for readjusting 
public utility taxation. Some light is 
thrown on the results that would be 
obtained from the use of operating 
income by the following analysis of the 
variation in the proportion of taxes to 
operating income before taxes for 73 
Class A companies in 1925. The range 
is from 3.0% to 34.6%. Two com- 
panies paid less than 5% of operating 


TaBLE V. Ratio OF FEDERAL TAXES TO 
Att Taxes oF Crass A TELE- 
PHONE CoMPANIES, 1920-1925 


Year Percentage 
1920 21.1 
1921 20.6 
1922 29.8 
1923 96.7 
1924 26.6 
1925 27.8 


Tasue VI. Ratio or Taxes TO OPERATING 
INcOME BEFORE TAXES FOR 73 CLass 
A TELEPHONE COMPANIES, 1925 


3.0 I 24.4 I 
3-5 I 24.8 I 
7.6 I 25.2 I 
11.2 I 25.4 I 
12.5 I 25.8 I 
12.9 I 26.0 I 
14.2 I 26.1 I 
14.4 I 26.2 I 
15.4 2 26.3 2 
15.9 I 26.4 3 
17.6 I 26.5 2 
17.8 I 26.6 I 
18.0 4 26.9 I 
18.8 I 27.2 2 
19.1 I 27.4 I 
19.2 I 28.6 I 
19.6 I 28.7 I 
20.6 2 29.6 I 
21.7 I 30.1 I 
21.9 2 30.4 I 
22.4 I 30.5 2 
22.5 2 30.9 I 
23.2 I 31.3 I 
23.5 I 31.7 I 
23.8 I 31.8 I 
23-9 I 31.9 I 
24.0 2 32.3 I 
24.1 2 32.5 I 
24.3 I 34.6 I 


income before taxes, 3 paid less than 
10%, 8 less than 15%, 13 paid from 
15% to 20%, and 19 from 20% to 
25%. From 25% to 30% there were 
21 companies, and 12 paid over 30% 
of operating income before taxes. The 
array is in Table VI. 
HERBERT B. Dorau 


PUBLIC UTILITY FINANCING 
DURING THE SECOND QUARTER OF 1926 


ie analysis of corporate financing, 
based on the records of the Com- 
mercial and Financial Chronicle, shows 


that the total volume of corporate 
financing for the first six months of 
1926 amounted to $2,877,993,096, as 
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TING compared with $2,522,472,163 for the ing the second quarter of 1926 as 
- first six months of 1925. Public utile compared with 5.63% and 5.75% for 
ity financing amounted to $1,200,- the first three months of the year. 
— 962,202, or 41.73% of the total cor- Short-term securities yielded 5.37% on 
anies porate financing for the first six months the dollar and 5.64% on the issue dur- 
a of the current year. During the first ing the second quarter. Bonds and 
| half of 1925 public utilities issued se- motes only sold at a price to yield 
curities amounting to $961,359,880, 5.46% on the dollar and 5.69% on the 
38.11% of the volume of all corporate issue as compared with 5.53% and 
securities. 5.71% for the first quarter of the cur- 
In 1921 the yield to the investor in rent year (Table I). 
public utility securities started on a The total volume of public utility 
downward trend. This downward financing reached an unusually high 
trend continued in the second quarter level in the second quarter of 1926. 
of 1926. During this period all types Total corporate financing for that 
of interest-bearing obligations sold at period amounted to $1,368,855,780. 
a price to yield 5.52% on the average Public utility financing alone amounted 
dollar and 5.72% on the average issue. to $707,631,840, or 51.7% of the 
Corresponding figures for the first total. 
quarter of 1926 were 5.65% and Table II shows that the volume of 
5.78%. Thus, the yield to the investor public utility financing in the second 
on all securities of all maturities quarter of 1926 far exceeds that in any 
dropped .13% on the average dollar other quarter since 1919. It is also to 
and .06% on the average issue in the be noted that the volume for each 
second quarter of the current year. month of the second quarter was un- 
Long-term securities yielded 5.53% on usually high. During May, 1926, the 
the dollar and 5.74% on the issue dur- total volume of public utility financing 
TasBLE I. WEIGHTED AND SIMPLE AVERAGE YIELD AT OFFERING PricE OF NEw PuBLic 
Utiuity Security Issuzs 
han ALL TyPEs OF SECURITIES 
‘om 
to Year ALL MATURITIES LONG TERM SHORT TERM 
ere Weighted} Simple | Weighted] Simple |Weighted| Simple | Weighted| Simple 
0% | “Wied” | “Vind” | “vietd® | | “vietd® | “vieid® | 
The 
5.58 | 5.81 | 5.66 | 5.83 | 5.55 | 5.86 | 5.56] 5.78 
5.46 | 5.78 | 5.65 | 5.81 | 5.32 | 5.77 | 5.48 | 5.79 
and Quarter............. 5.72 | 5.87 | 5.74 | 5.86 | 5.58 | 5.94 | 5.65 | 5.82 
grd Quarter.............. 5.53 | §-77 | 5.50 | 5.77 | 5.68 | 5.73 | 5.45 | 5.76 
4th Quarter.............. 5.77 | 5.82 | 5.77 | 5.80 | 5.76 | 6.02 | 5.65 | §.77 
1926 
. Ist Quarter.............. 5.65 | 5.78 | §.63 | 5.75 | 6.26 | 6.02 | 5.53 | 5.71 
and Quarter............. 5.52 | 5.72 | §.53 | 5.74] 5.37 | 5.64] 5.46 | 5.69 
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rose to an index of 230. The volume~x An analysis of the securities re. M 
reported for this single month is ex- corded, based upon the type of utility $2 
ceeded only by that reported for May, making the issue, shows that telephone 
1924, when the index number reached and telegraph companies and electric ” 
233- The months of April and June light and power companies very mate. 1 
likewise report unusually large index rially increased the volume of their : 


numbers, 182 and 181, respectively. 
The great increase in the volume of 
public utility financing reported for the 
second quarter over that reported for 
the first quarter of 1926 may be ex- 
plained in large part by the material 


financing in the second quarter over that 
recorded for the first quarter. During 
the first three months of the year, tele. 
phone and telegraph companies issued 
securities with a total par value of 
$2,195,000. In the second quarter they 


| increase in the volume of stock re- issued securities to the amount of be 
corded. During the first quarter, pub- $198,050,000. The total par value of w’ 
| lic utility companies issued stock with securities issued by electric light and Bi 
{ a total par value of $119,020,362. In power companies increased more than re 
} the second quarter of the year, the par 100%. During the first three months p 
: value of the stock issued by these com- of the current year the total volume of st 
| panies amounted to $194,724,340, an financing of public utilities of this class 
increase of 63.6%. amounted to $131,364,200. In April, T. 
Taste II. INpEx NuMBER OF VOLUME OF PusLic UTiLity FINANCING* 
1919-1926 
Bu 
| | 1919 1920 1921 1922 1923 1924 1925 1926 4 
| By Months 
| etl ee 100 67 55 46 | 122 | 112 | 199 | 173 ( 
| ebruary.......... 48 28 25 47 66 89 172 125 ( 
25 27 25 43 94 78 I 
5 38 25 50 112 182 I 
SCRE 15 38 35 | 150 233 | 103 | 230 a 
june bas Mausienore 26 20 9 96 92 122 118 181 
41 25 115 44 21 104 
20 II 33 22 40 62 
| September......... 54 44 34 147 34 77 
| October........... 24 33 33 77 112 
November......... 8 21 119 43 161 69 ee ‘ 
December......... 20 63 53 54 135 III 
| By Quarters = 
| Ist Quarter........ 100 71 61 80 164 162 299 240 res 
i and Quarter....... 27 56 41 172 129 271 168 344 
grd Quarter........ 67 47 105 123 55 141 
j 4th Quarter........ 30 68 | 119 | 101 | 206 | 169 | 201 |....... 
100 107 145 212 246 330 


*Volume for January, 1919, First Quarter, 1919, and Year 1919 used as basis for computing index numbers for months, 
quarters, and years, respectively. Compiled from the records of the Commercial and Financial Chronicle. 


| 


F | 
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May, and June these companies issued 
$276,181,000 worth of securities. 

Only two foreign utility issues were 
recorded during the second quarter of 
1926. These two issues had a total par 
value of $18,000,000, which was 2.5% 
the total volume of all public utility 
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financing. This is a decided decrease 
in the volume of foreign utility issues, 
since during 1925 and the first quarter 
of 1926 foreign companies issued more 
than 8% of the total volume of public 


utility issues recorded. 
Marion C. RICHTER 


MERCHANDISING OF OFFICES 


report on ‘‘Merchan- 
dising of Offices,” made by mem- 
bers of the Institute Staff in cooperation 
with the National Association of 
Building Owners and Managers, has 
recently been finished and printed in 
pamphlet form. The results of the 
study do not readily lend themselves to 


publication in summary form in this 
department of the JouRNAL. The 
table reprinted below is a sample of 
the data that were gathered. The 
study was made by Messrs. Albert G. 
Hinman, John L. Bergstresser, and 


Stanley W. Kadow. 
Ricuarp T. 


NuMBER OF TENANTS OF DIFFERENT BUSINESSES AND PROFESSIONS WHO 


Taste I. 

Have Occupiep THEIR PresENT OFFIcEs A CERTAIN NUMBER OF YEARS 

NuMBER’OF YEARS 
BUSINESS OR PROFESSION| 25 | TOTALS 
1] 2] 3} 4] 5/6) 7 | 12) 13) 14} 25 | 16 | 17 | 18 | 19 | 20 2x | 22) 23 | 24 Jand | 

Architects. .......... I I 2 9 
Associations and Public 

I I I 3 
Contractors and En-) 

Corporation Offices...) 1} I 14 
|... 4]. I I 3s 

I I 2/2]. I 3 2 28 
Mercantile— 

Physiciansand Dentists} 2} 2 3 ELEL.. 
Public Utilities....... rj...) 4 I I 

d Offices. .....}...]...].. 2 4 
Shippingand Exporting] 1 I ave 1 I I ee 2 7 
Wholesale and Sal 
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COMMENTS ON LEGISLATION AND 
COURT DECISIONS 


A CORRECTION 


THE EpiTor of the JOURNAL has 
received the following letter: 


DEPARTMENT OF COMMERCE 
OFFICE OF THE SECRETARY 
Washington 


August 4th, 1926 
The Editor, 
The Journal of Land & 
Public Utility Economics, 
Northwestern University, 
Evanston, Illinois. 


Dear Sir: 

In the article entitled “Agricultural Con- 
traction versus Expansion as a National Pol- 
icy” which appears on pages 367 and 368 of 
the Journal for July, 1926, there is a state- 
ment which requires correction. Mr. Hoover 
has never recommended that “farmers reduce 
their production to the needs of the home 
market.” The statement referred to was an 
observation from Mr. Hoover that the growth 
of population would overtake the production 
of non-marginal lands and when that situation 
arrived and increase in marginal lands was 
required, the farmers’ prices would rectify 
themselves upon a tariff-protected domestic 
market. 

Yours most sincerely, 
J. H. Watuls (signed) 
Assistant to Mr. Hoover 


This letter was referred to Dr. 
H. C. Taylor, the author of the article 
in question, who makes the following 


statement. 
Ricuarp T. Ety 


The phrase to which objection is 
made is supported by a statement in an 
article published under Secretary Hoo- 
ver’s name in the Pacific Rural Press of 
February 7, 1925, under the heading 
“A National Program for Agriculture,” 
which reads as follows: 


Generally the fundamental need is a bal- 


ancing of agricultural production to our home 
demand. We import agricultural produce 
that we could better produce at home. We 
export foodstuffs and other agricultural prod- 
ucts. Our farmers are caught both ways, 
They suffer in both directions from competi- 
tion of cheaper labor and lower standards of 
living abroad. 


The phrase is also supported by an 
interview published in Commerce and 
Finance for November 18, 1925, in 
which Secretary Hoover is asked what 
he means by the stabilization of agri- 
culture and is quoted as responding as 
follows: 


I mean primarily the reduction of our vari- 
ous agricultural surpluses to manageable pro- 
portions. I think I can illustrate my meaning 
by reference to two farm commodities, wheat 
and corn. Now corn is very nearly in a posi- 
tion of permanent stability because the annual 
surplus is not so large as to be unwieldy. 
With the proper development of orderly mar- 
keting the corn farmer would never need to 
be embarrassed by a bumper crop as he has 
been in the past. The present small excess 
could be carried over from good years to lean 
years, and the farmer could achieve an inde- 
pendence from the fluctuations of the world 
market. 

Wheat farming, on the other hand, is still 
unstabilized because our average annual sur- 
plus it too large to be manageable. It makes 
the American farmer almost entirely depen- 
dent upon foreign demand and the vagaries of 
crop conditions throughout the world. He 
may obtain a satisfactory price, as in the cur- 
rent season, because of a partial crop failure 
in this country. But given average crop con- 
ditions throughout the world, the American 
wheat farmer cannot expect to be permanently 
prosperous as long as our wheat surplus is too 
large to be manageable. Stability for the 
wheat farmer cannot be achieved until the 
exportable surplus is reduced to a basis similar 


to that of corn. 
H. C. Taytor (signed) 
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sion as a National Policy”*.......... 67-368 
Agricultural decline in England........461-462 
“Rericuleural Ladder in Foreign Coun- 
tries, The” 249-253 
Agriculture 
expansion of. 367-368, 427 
control of.... 290-296 
data 284 
on reclaimed 295 
policies of 284-296 
Indian............... 93 
United States Department of................ 
51-52, 111, 296, 393, 400, 406 
Allotments, Indian land 100-105 
American Telephone and Telegraph Com- 
336, 475-476 


pany. 

“Amortization of Discount, Premium, 
and Expenses on Funded Debt of 
Public Utilities,” by John H. Bickley 


297-308 
Amortization, discount and premium 
methods of 297-304 
problems of....: 304-306 
Annuities, 375-382 
Appraisals, farm land 
coefficients of correlation................ 399-401 
importance of improved methods..405-407 
income as a factot............ 401-403, 404-405 
389-3 
396-397 
methods of...... 399-407 
score card 385-388 


“Appraisal of Iowa Farm-Land Values 
by an Insurance Company, The,” by 


Griff Johnson 392-396 
B 
“Bank Failures in Iowa,” by Fred L. 
Garlock 48 
Bank failures in Iowa 
causes of. 54-56 
extent of. 48-49 
remedies for 62-66 


*Department articles. 
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Bonds, irrigation 
see Irrigation bonds; Financing, irrigation 
Building heights 


control of. 18-20 
Business cycle 
current ratio in relation to............. 322-324 
effect of 
on number of industrial customers..45-46 
on operating expenses. 46-48 
on revenues 42 
on utility operations. 40-47 
C 
Carey Act 431-434 
Carriers 


see Motor carriers; Railways 
Certificate of convenience and necessity 
considerations in issuance 268-270 
revocation, alteration, transfer......270-271 
Cities 
110 
see also Population; Values sini 
“City Housing Corporation and ‘Sunny- 
side,’ The,” by Richard T. Ely......172-186 


City Housing Corporation 
capitalization and return 177 
cost of 175-177 
results of experience................... 184-185 
social purposes 180-182 
City planning 
see Shopping centers; City Housing 
Corporation; Zoning 


Classification, land 453 
“Collective Leasing and Farming of Land 
in Italy, The,” by Asher Hobson....67-72 
Colonization, land 441-453 
see also Land settlement 
“Comments upon Professor Bonbright’s 
Article,” by William L. Ransom....281-283 
Commissions, public utility............... 336-338 
see also Regulation 
“Comparative Farm Land Values in 
Iowa,” by Henry A, Wallace........385-392 
Contractual relations, farmers’..235, 254-256 


Control, public 
of agricultural expansion................ 290-294 
of public utilities............. 271-275, 330-331 
Cooperative societies........ 69-70 


Cost, actual investment 
desirability as valuation standard..414-427 
“Cost of Money to Public Utilities, 
1914-1922,” by Frank Parker-............ 73-92 
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Cost of money 
customer 89-92 
73 
electric light and power companies...... 83 
factors affecting 74-77 
gas 86 
water companies............... ............. ....87-89 

Costs, retirement 
compared with straight-line deprecia- 

tion 370-384 

formulas..... 373-375 
see also Reserves; Depreciation 

.406 


Current ratio 
see Ratio 
99, 105 


“Debt Readjustment vs. Liquidation of 
Farmers’ Contractual Relations” *..254-256 
Depreciation reserves. 418 
exibility 382-383 
merits and defects of two methods..370-384 
retirement method 370-371 
“straight-line” method............ 370-371, 381 

“Development of Public Land Policy in 

Australia, The,” by William H. Wynne 


441-453 


Discount, debt 


amortization 297-298, 306-308 

meaning 299-301 

methods of amortizing............ 302-304 

problems of 304-308 
Distribution 


rent and interest as shares in........208-209 
“Dividend Record of Preferred Stocks 

of Electric Utilities, The”’*............ 363-364 
Drainage, land 


224-225 
costs 231 
laws........ 230 
policies of.............. 226-228 
E 
Earnings, capitalized 
as utility rate 412-413 


Electric Bond and Share Company.......... 336 
Electric light and power industry 
cost of money 83 
preferred dividend record... 
see also Financing 
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Erickson, Halford 331-332 
F 
Fairway Farms Corporation.............. 156-171 
169-171 
farms selected... 161-162 
organization and practices....159, 168-169 
OF idem... 156-159 
selection of tenants.... ...166-168 


Farmers 

attempts to make Indian...................... 96 
Farming, collective 

of land in 67-72 


Farming, wheat 
in southeastern Washington 


characteristics 23-26 
land values 27-28, 30 
mortgages 31-33 
size of farms 26-27 
33-35 
Farms 
see Owner-operation; Tenancy; Land 
a arm Loan System 
procedure in appraisals.__................ 397-398 
Federal land -403 


Federal Power Commission... 
298, 307, 360-361 


Financial stability 

relation of valuation standard to....419-422 
Financial structure......217-223, 309-326, 419 
Financing, irrigation 


methods of. 427-440 
436-438 
see also Irrigation 

“Financing of Non-Governmental Irri- 
aon nterprises, The,” by R. P 
Teele 27-440 

public 73-925 
—— 124-125, 232-239, 364-366, 476-479 
control o 309 
representative current ratio............ 309-326 
review of 1925 .-232-239 
volume of...............- 124, 233, 365, » 478-479 
see also Ratio; Po st of 

money; Depreciation 

Franchise 
332-333 
see also Permit 

109-118 
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Garden City Movement 182 
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Gas industry. 86 
Gas and electric utilities __ 
representative current ratio............ 318-319 
Ground-rent. 179 
H 
Highways 115-116 


Holding companies 
see Financing; Ratio 


Home rule 330-333 
ow, Herbert 367, 480 
ousing 
in Great Britain 469-470 
problem, European 182 


see also City Housing Corporation 
I 


“Improvements in the Mechanism of 
Public Utility Valuation,” by William 
L. Ransom 186-197 
Incomes, land 
as factors in appraisals.................... 401-405 
“Indeterminate Permit as a Type of 
Public Utility Franchise,” by Delos 
F. Wilcox........ 
Indian land policy. 
see also Allotment; Land 
“Influence of Business Cycles on Utility 
Operations,” by A. E. Patton and 
O. Gressens 40-47 
Insurance company, appraisals by....385-396 
Interest 
see Rent and interest 
Interior, United States Department of....432 
Interstate Commerce Commission........... 
141, 181, 276, 369 


327-342 
93-108 


classification of accounts. 297 
definition of debt, discount and pre- 
mium 299 
policy of amortizing discount and 
premium 305 
Investors, public utility......371, 382-384, 426 
Irrigation 
state aid for... 286 
Irrigation bonds........................-- 428, 434-440 
Certification... 437-438 
district bonds... 434-440 
438-440 
see also Financing 
Irrigation districts 428-440 
Irrigation, 428-431 


L 
Land 

competition 351-352 
free transfer of. 251-252 
Indian 93-108 
nationalization of................... 464-466 
ownership 102, 455-464 
planning use of. 17-22 
policy 

development of, in Australia....441-453 

Indian 93-108 
problems 114-115 
public 245, 296 
reclaimed by automobile 109 
settlement of. 290-293 
supply of. 294 
surplus, disposal 99 
tenure of 

Australia. 441-453 

England.......... 454-466 

Indian, present status of............ 106-107 


under Indian reservation policy....95-96 


“Land Values and Population,” by 


Arthur J. Mertzke. 343-354 
Law, public utility......1-16, 470-472, 408-413 


Leases, lan 
Australia 449-450 
England 456 
Leasing, collective 
Italy. 67-72 
Leasing, Indian land.. 100 
islation, indeterminate permit 
llinois 340-341 
Legislation, reclamation..................... -431-434 
Legislation, regulating motor carriers.... 
258-275 
Loans, Federal farm......................-..- 288, 292 
Leone, Sem... 268-288, 405 
Locations, city 
factors determining 352-354 
M 
Marketing, wheat 39 
Marshall, Alfred 343 
‘Merchandising of Offices”*..................... 479 


Michigan land economic survey........ 293-294 
“Mississippi Income Tax Decision, The”’* 


126-128 

Mortgage, farm 31-33, 286 

Motor bus 

as competitor of railroads.............. 129-155 
attitude of public officials toward 

144-146 

commission decisions.................. 144-148 

control of. 151-152 
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in New England and Middle West 
133-135 
operation by 


see also Motor carriers; Regulation 
Motor carriers 
kinds of. 260-264 
regulation Of. 258-275 
“Motor Carriers and the State,” by 
David E. Lilienthal and Irwin S 
257-275 
“Motor Transport and Our Radial 
Frontier,” by John C. Long.......... 109-118 
Motor transport, growth of......................109 
effect on land use.............. III-112, 114-116 
effect on other forms of transport..117-118 
human factor 112-113 
Municipality 
financial power to terminate franchise 
339 334-335 


N 


National Association of Railroad and 
Utility Commissioners...................- 260, 305 
National Credit Bank for Cooperation... 70 
National income, divisions of. 210 
National Social Insurance Fund.............. 70 
Nationalization, land.......................... 465-466 
North American Mortgage Company......163 


O 


“Our Indian Land Policy,” by Flora 
Warren Seymour 3-108 
Owner-operators, farm......................107, 122 
Ownership, land 
problems of leasehold or purchase........ 


1795 445-453, 464-466 
see also Land, tenure of 


Ownership, municipal.................. 33°, 333-334 
Ownership, public 
of utilities 356-358 
464-466 
P 
Peasantry, European.............. 67-72, 120-123 
Permit, indeterminate 
327-328, 331-333, 341 
partial home rule 332-333 
relation to municipal ownership....330-332 
revocation 328-330 
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Permits 
to operate motor carriers................ 268-271 
see also Certificate of convenience and 
necessity 
“Planning and Control of Outlying Shop- 
ping Centers, The,” by J. C C. Nichels 
17-22 
Policies 
see Agriculture; Land; Regulation 
Politics 
state utility commissions in............336-338 
Population, changes in 
correlation with land values.................. 349 
Population, changes in 
in Wisconsin cities 345-349 
Population, movements of 
arm to city... 284, 295, 368 
Premium on utility borrowing 
meaning of. 301-302 
methods of amortizing.................... 303-304 
problems of. 304-308 


“Principles Involved in Farm-Land Ap- 
Procedure for Loan Pu 
i by Albert G. Black and John 
Black 
“Problem of the Origin of Serfdom in the 
Roman Empire, The,” by Michael 


Rostovtzeff. 198-207 
Property, landed 

Tmdian idens 194 

454-466 

441-453 
Property, private 

acquisition for public uses.................. 2 

taking of. 6-7, ae 

valuation......... -16 


Public convenience and necessity 
meaning of, to commissions.................. 
148-151, 268-270 


Public domain 295-296 
Public interests, protection of............ 333-335 
by indeterminate permit 330 
in utility valuation......................... 410-411 


Public utilities 
see Accounting; Amortization; Cost; 
Depreciation; Electric industry; Fi- 
riers; Property; gulation; Ratio; 
Railwa 3; Tele industry; Valua- 
tion; wth utilities 

“Public Depreciation Account- 
ing,” by L. R. Nash 369-384 

“Public Utility Financing—A Review of 


1925,” by Herbert B. Dorau.........232-239 
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“Public Utility Financing During Third 
Quarter, 1925”* 124-125 
“Public Utility Financing During First 
arter, 1926”* 364-366 
“Public Utility Financing During Second 
Quarter, 1926”* 476-479 
Public utility operation........40, 43, 186-187 
see also Business cycles 
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Railways, electric 
Minneapolis and St. Paul cases......339-340 
representative current ratio 319 
see also Permit; Public utilities 

Railways, steam 
effect of motor transport growth on.... 


117-118 
competition of motor busses.......... 129-155 
Rate base 8-10 
Rate of return 
as element in rates.... 422-423 
Rate structures................... 416-418, 423-425 
Ratio, representative current............ 310-315 
by geographic regions 321-322 
effect of business cycles on.............. 322-324 
in different utilities 318-321 
in utilities of various sizes.............. 315-318 
significance 325-326 
Reclamation 


tem of Great Britain,” by J. P 


Maxton 454-466 
Regulation, public utility 

accounting 297-308 

indeterminate permit...................... 327-342 

motor carriers.. 257-275 

408, 409-411, 426 

relation of courts and legislatures..257-258 
Regulation, rent................... 3-5, 183, 413-414 


“Rent and Interest as Shares in the 
Product of Enterprise,” by W. I. 
King 208-216 


Rent and Interest 


calculation of. 215 

classical 208-209 

213-216 
Rent, land 

nature of. 209-210 


payment under public ownership..465-466 
“Reproduction Cost and Desirable Pub- 
lic Utility Regulation,” by John 
Bauer 408-426 
“Department articles. 
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Reproduction cost 


415 
efficacy when prices falling........... 415-416 
valuation theory.....................- 277-283, 420 
see also Valuation 
Reserves, depreciation......................... 371-383 
Reserves, retirement 370-384 
Right-of-way 140 
Ripley, W. Z. 425-426 
Roman Empire, origin of serfdom in..198-207 
S 
Serfdom 198-207 
Settlement, land 
see Land; Agriculture 
Settlers, farm 285-290 
Shopping centers, control of.................. 17-22 
Sites, value of. 349-350 


“Some Aspects of the Valuation o 
Private Property for Public Uses,” by 


William L. Ransom 1-16 

Squatter, Australian . 
factor in land development......._.. 445-453 
462 


Stamp, Sir Josiah , 
“State Policies in Agricultural Settle- 
ment,” by B. Henderson................ 284-296 
Street railways 
see Railways, electric 
“Study of the Motor-Bus as a Com- 
titor of the Railroads,” by J. E. 
later 129-155 
“Study of Utility Financial Structures, 
A: Current Position,” by A. E. Patton 
and O. Gressens 309-326 
“Study of Utility Financial Structures, 
A: Scope and Method,” by A. E. 
Patton and O. Gressens.................. 217-223 
Subdividing 463 
“Sunnyside” 
see City Housing Corporation 
Symposium on Iowa land value ap- 
praisals........ 385-407 
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Taxation, 126-128 
Taxation, land................ 33-35, 123, 182, 462 
Taxes, telephone companies............. 474-476 
Telephone industry 87, 371 
agricultural 
441-453 
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in third century A. D. 203-207 
Tenancy, urban 
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see also Serfdom 
Tenant-purchase contract..159, 161, 164-166 


U 
Uniform classification of accounts............ 


- 297, 298, 370 
see also Accounting 
United States League of Local Building 


and Loan Associations, The.................. 181 
17 
in Wisconsin 343-354 
see also Cities; Population 
V 
Valuation, land 406 


see also Appraisals 
Valuation, public utility 
controversial issues in -193-196 
improvements in mechanism of......186-189 
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“Value of the Property as the Basis of 
Rate Regulation,” by James C. Bon. 


bright 276-280 
Values, Iowa land 386-392 
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appraisal of. 385-408 
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“North Coast Limited” 
‘*The Travel Triumph’’ 


Our New-Style Pullman Sleeping Cars radiate an atmosphere 
of cozy friendliness, luxurious comfort and restful beauty. 


103x 

Individually controlled ventilation for each berth 
Chicago . and permanent headboards afford almost 7 count the 

10:35 a.m. Daily compartment-like privacy. Famously good 7 | vice, Let me help 

Union Station \Y__ meals on this famously good train. J), tzkets or reservations. 
—C.B. Q. Traffic Mgr.,St. Paul, Minn. 
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Public Utility 


HIS organization has been identified 
with the underwriting of many impor- 
tant issues of Public Utility Securities. 


We purchase, and distribute nationally, entire 
issues of Public Utility Bonds and Stocks. 


We will be pleased to discuss the subject of 
new financing with Public Utility officials. 


Howe, Snow & Bertles 


Incorporated 
New York Chicago San Francisco Detroit | Grand Rapids 


The Shaw Public Utility Series 


First Volume Now Ready 
‘Accounting Procedures for Public Utilities” 


Warren G. Bailey, M.A., Assistant Director, Business Research Corporation; and D. E. Knowles, 
lures, I y 


P.A., Lecturer in Public Utility Accounting Proced 


ONFRONTED on every hand by rigid regula- 
tory measures, public utilities companies are 
torced to provide elaborate statistical data, and 


' keep accounts that are minute in every detail. 


Accounting Procedures for Public Utilities shows 
you how to do this-—it tells specifically what ac- 
counting records a utility company requires, why 
they are necessary, and how they are kept. 

From years of personal experience in devising 
public utility accounting systems, the authors pre- 
sent in this readable book the very latest facts and 
methods in right utility accounting practice. Step 


step, they analyze the accounting requirements 
° 


utility companies, make plain the thousand-and- 


School of Commerce 


one details involved, and give practical pointers 
on organizing systems for satisfactory results. New 
accounting methods are destribed; procedures are 
discussed with respect to the restrictions of the 
National Association of Railway and Utilities 
Commissioners. 

Payroll accounting, stores accounting, custom- 
ers’ accounting, cash handling and accounting 
methods, and merchandise accounting are but a 
few of the many subjects discussed. The methods 
used in the larger companies, the small companies, 
and associated companies, are all clearly and logi- 
cally presented. 455 pages. Flexible binding, 


APPROVAL CHARTER SUBSCRIPTION 


T is expected that many public utility executives will want to enter a charter 
subscription to receive at least for examination this volume and other volumes as 


issued on public utility finance, economics, labor, law. administration, and so on. 

It is planned to issue two or more volumes annually. Notification of your wishes now 

will insure your receiving the subsequent volumes promptly. As all the publica- 

tions are sent on approval, there need be no hesitation about entering your Charter 

Subscription. You decide after examination of each work if you want to buy. 
Please mail us your reservation today ~- now! 


Published by 


A. W. SHAW COMPANY 
CASS, HURON AND ERIE STREETS 


NEW YORK 


‘CHICAGO 


LONDON 
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Public Utility Financing 


We have originated, either alone or with associates, and have distributed 
throughout the country, securities of the following public utility corporations: 


Binghamton Gas Works Northwestern Public Service Company 
Central Iowa Power and Light Company Ohio Electric Power Company 
Columbus Railway Power & Light Company Penn Central Light and Power Company 
Daytona Public Service Company Pennsylvania Gas & Electric Company 
Defiance Electric Company Pennsylvania Gas & Electric Corporation 
Dubuque Electric Company Pennsylvania-Ohio Electric Company 
Florida Public Service Company St. Cloud Public Service Company 
Grand Rapids Gas Light Compan Sandusky Gas & Electric Company 

pany Southern Minnesota Gas and Electric Company 
Hamilton By-Products Coke Ovens, Limited Panes 

pany 

Jersey Central Power & Light Corporation United Gas & Fuel Company of Hamilton, Ltd. 
Michigan Electric Power Company Utah Gas & Coke Company 
National Electric Power Company Vermont Hydro-Electric Company 
North Carolina Public Service Company, Inc. West Virginia Water and Electric Company 
Northern Iowa Gas and Electric Company Western United Gas and Electric Company 


We welcome inquiries from public ‘utility corporations which 
require capital for consolidation, extension or refunding. 


Executives are invited to send for a copy of our book, “A Record of Corporation Financing.” 


AC.ALLYN*» COMPANY 
ESTABLISHED 1912 
67 W. Monroe St.. CHICAGO Phone Randolph 6340 


New York Philadelphia Boston Milwaukee Minneapolis San Francisco 


Public Utility & Industrial 
Bond Issues 


| WE are prepared to purchase 


entire bond issues of sizeable 
and sound American public utility 
and industrial companies. 


Address our office 
at 


42 Broadway, New York City 


HORNBLOWER & WEEKS 


ESTABLISHED 1888 


BOSTON NEW YORK CHICAGO CLEVELAND 
DETROIT PROVIDENCE PORTLAND, ME. PITTSBURGH 
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COMMERCE CLEARING 
HOUSE 


Federal and State 
Income and Inheritance Tax 


Services 


NEW YORK CHICAGO WASHINGTON 
_ 120 Broadway 231 So. La Salle Street 815 15th Street, N. W. 
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Liftable and 
Applicable- 


IGNIFICANT. words those, expressing the 
basic measures to which the editorial con- 
tent of imackantgsusness must conform. 


-And because every article in the magazine is usa- 
ble by men of business in their every-day. direc- 
tion of affairs, because each one is based on proved 

- fact rather than idle theory, because ‘every source is 

authoritative 


An average of over 80% of the circulation of | 
in 20 representative industrial and 

- commercial centers, is among the active heads of - 
business endeavor. 


New York CHICAGO London 


Noctheup Works heve been making the 
est maps in America. 
_ Route mape for transportation lines, power | 


of single city lots and maps of the world. But _ 
always fine maps. Clear maps—with clean-cut 
lines and sharp, legible letters. Maps that tell a 

at a glance 
a god map tell YOUR story. 


J. W. CLEMENT Co. 


COMBINED WITH 


THE MATTHEWS-NORTHRUP 
Planning - Engraving - Printing - Binding - Mailing — ; 
Map Specialists 


New york BUFFALO 


ARE 
> 
PICCITIC COMPDanies. Tesco ce maps Tro! 
resorts, hotels, office buil and stores, ; a 
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